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Firms are critical agents in the spatial restructuring of cities. In China, the economic 
reform started in 1978 has brought in profound changes to firms by transforming the 
state sector enterprises and by encouraging the growth of the non-state sector 
businesses. These changes have been accompanied by broader institutional changes 
and economic restructuring in the cities, especially in the large ones. The increasing 
autonomy and responsibilities gained by the larger cities as well as the emerging 
market-oriented firms give rise to a new context of urban spatial restructuring. A new 
challenge to researchers is to find out how socioeconomic dynamics are reflected in 
the location of firms, and whether China’s economic transition has generated a unique 
outcome in urban development.  
This research attempts to shed light on the internal spatial restructuring in Chinese 
cities by a close and systematic investigation of the location of firms in Shanghai. The 
research questions addressed are: 1) how are the processes of concentration/dispersal 
reflected in the spatial distribution patterns of the firms in different sectors and by 
different ownerships in Shanghai? 2) What are the determinants of the spatial 
outcomes and to what degree do these determinants affect the location of firms? 3) 
How do firms interplay with the relevant institutional actors in location 
decision-making? Data are collected from Shanghai Administration of Industry and 
Commerce, government statistics and records, filed reconnaissance, and interviews.  
 v
Both GIS mapping and statistical methods (i.e. Moran’s Index, density gradient, index 
of dissimilarity) are employed to assess the spatial distribution patterns of the firms in 
different sectors and by different ownership types. The empirical results show that the 
spatial distribution of firms in Shanghai conforms to the distance-decay pattern, which 
is also more centralized than that of the population. Furthermore, manufacturing firms 
are more dispersed than producer service firms are, and producer service firms are 
more dispersed than personal service firms are. Firms in different ownership types 
display the distance-decay pattern also, and the overseas firms in manufacturing, 
producer services and personal services are all more centralized than the 
corresponding domestic firms are. The findings suggest that, although manufacturing 
and population have been decentralized, service activities are still highly concentrated 
in central Shanghai. The concentration is further strengthened by the location of 
overseas firms.  
An empirical model derived from neo-classical theories of firm location is employed 
to examine the location determinants for different groups of the firms (i.e. domestic 
manufacturing, overseas manufacturing, domestic producer services, overseas 
producer services, domestic personal services, and overseas personal services). The 
results suggest that the firms are variedly influenced by geographic heterogeneity 
factors (i.e. central business district, highway, airport, new town, development zones) 
and agglomeration economies factors (i.e. population agglomerations, manufacturing 
agglomerations, producer service agglomerations, and personal service 
agglomerations). The differences in location determinants and their effects partly 
 vi
explain the varied concentration-dispersal patterns of firms across sectors and 
ownership types. 
By five case studies of firms’ (re)location, the interaction processes of firms and 
relevant institutional actors behind the location pattern of the firms are investigated. 
The location decision-making of firms includes a dynamic bargaining process among 
the firm, the developer and the local governments. For the firms making location 
decision, besides the factors of profit-maximization, corporate strategy is also an 
influential factor in their location-choice, as the firms with ambitious strategy tend to 
value more on a prestigious location; for the developers who are suppliers of space for 
the firms, the market condition, the quality and location advantage of their properties 
define their bargaining power; for the local governments that possess land resource 
and administrative power, priorities are given to manufacturing firms and larger firms 
as these firms can increase the economic output of a local jurisdiction immediately. 
Local governments also participate in state-owned enterprises’ location 
decision-making directly. The different strategies and interests of firms, developers 
and local governments, their relative bargaining power, as well as the constraints they 
impose on each other characterize the location decision-making process of firms.  
The study concludes that the location pattern, location determinants and locational 
interaction process of firms in Shanghai demonstrate the city’s unique urban spatial 
restructuring process, which is closely related to the city’s specific economic stage 
and unique “transitional” characteristics. As such, the urban spatial restructuring in 
 vii
Shanghai is shaped by the interplays between state and market forces, as well as the 
interplays between global and local forces. At the micro level, the firms in Shanghai 
display not only “rational” behavior similar to their counterparts in market economies 
but also specialties associated with the city’s unique institutional networks.  
Taking Shanghai as a case, this study contributes to the understanding of urban spatial 
structure in cities which are rapidly industrializing, globalizing and transforming, by 
linking urban economic structure to the spatial structure through the location of firms. 
Practically, this study reveals the concentration pattern of revitalized service activities 
in Shanghai, which is understudied in past research on China’s urban development, 
thus providing policy implications in the dimensions of planning and industrial 
development. 
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1.1 Statement of Problem 
1.1.1 Background of Research 
Shanghai, the largest industrial city and the economic powerhouse of socialist China, 
has changed profoundly since 1978, when the central government began to introduce 
reform and open policies to liberalize gradually the highly centralized command 
economic system. In the last three decades, the city has transformed from a 
manufacturing economy to the one with significant economic diversification (Yeung 
and Sung, 1996; Yusuf and Wu, 2002). Shanghai has turned into a center with a large 
service sector. The share of the secondary sector in Shanghai’s GDP dropped from 
77.4% to 48.6% in the 27 years from 1978 to 2005, while the share of the tertiary 
sector increased from 18.6% to 50.5% in these years (SHSB, 2006). The ownership 
structure has also been reshaped from state domination to multiple ownerships. The 
share of non-state investment in Shanghai’s total fixed capital investment, for instance, 
increased from 36% in 1993 to 70% in 2005 (SHSB, 2006). Shanghai has participated 
actively in international trade. The proportion of total value of imports and exports to 
the GDP in Shanghai increased from 19.1% in 1978 to 166.8% in 2005 (SHSB, 2006).  
Economic liberalization has introduced dynamic forces and has changed the 
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relationship between fundamental elements in the city, especially the relationship 
between the government and enterprises. A series of reforms on enterprise system (e.g. 
enterprise contract responsibility system reform, modern enterprise system reform) 
empowered State-Owned Enterprises (SOEs) by relaxing the planning control over 
resource allocation, production planning, product marketing, pricing, labor hiring and 
salary and bonus schemes (Qian, 1996; Lin, 2000). The SOEs thus have more 
autonomy but also have to turn to market mechanisms, rather than to government 
instructions, to decide on how to produce and sell. Besides the unleashing 
development of SOEs, private enterprises have also grown up rapidly, which are more 
dependent on market mechanisms (Ming and Zhang, 1999). In 1978, the state sectors 
contributed 99.0% to Shanghai’s GDP; while in 2005, the state sectors’ proportion 
was 57.6% and the proportion of non-sate sectors was 42.4% (SHSB, 2006).  
Along with the reforms on economic system are the institutional reforms, which have 
further changed the behavior of local governments in Shanghai. Administrative 
reforms on tax-sharing and governance have transferred more financing and economic 
power from the central government to local governments. On the one hand, local 
governments secured independent tax resources and identifiable revenues, which gave 
them more impetus to seek economic development. On the other hand, the 
governments were loaded more responsibilities on fiscal expenditures and thus were 
forced to pro-development (Zhu, 1999b; Zhang, 2002). In Shanghai, besides the 
central government and municipal government, the district/county and 
street-office/township/village governments also have played important roles in the 
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city’s development (Wu, 2000a). Meanwhile, the sole role of governments in urban 
development has been replaced gradually by the market mechanisms (Shanghai 
Almanac of Urban Planning, 1998). Various markets, such as capital market, labor 
market, as well as land and property markets have been established, through which 
commodity prices become competitive according to supply and demand conditions, 
rather than being determined by the governments.  
1.1.2 Research Questions 
Spatial restructuring of cities are one of the spatial concomitants of socioeconomic 
changes (Knox, 1994). As dramatic socioeconomic changes have taken place in 
Shanghai, the central goal of this thesis is to understand how the urban spatial 
structure of Shanghai has evolved as results of the changing socioeconomic forces. 
Based on the existing literature, much of the dynamics can be observed in the 
concentration and dispersal processes, which organize the spatial structure of cities at 
both inter- and intra-city levels. At the inter-city level, with the overwhelming 
process/force of globalization, global cities have emerged as results of concentration 
of the “command and control” functions, while the evolving world factories reflect 
the dispersal of manufacturing and routine economic activities from the “core” to the 
“peripheral” regions (Hall, 1966; Freidmann and Wolff, 1982; Knox, 1995; Hill and 
Kim, 2000; Sassen, 2001). At the intra-city level, population and employment too 
have been redistributed consistently as results of technology innovations (e.g. 
communication, transportation, production technologies) and social restructuring 
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(Smith, 1984; Mieszkowski and Mills, 1993). A continuous dispersal of metropolitan 
population, manufacturing plants, retail jobs and offices has occurred in the past half 
century in most developed countries (Anas, et al., 1998; Ingram, 1998); while the 
location of high-order services and head offices shows a new form of concentration 
involving not only the central city, but also the emerging suburban centers (Hartshorn 
and Muller, 1989; Stanback, 1991; Garreau, 1991).  
At core of urban spatial structure are the location of firms, not only because the firms 
are fundamental elements in the cities as they, in addition to households, are the basic 
operational units of urban economy, but also due to the fact that the location of firms 
has direct and strong influences on the spatial pattern of employment, population, 
land-use, public facilities and so on (Bourne, 1982). No doubt, “an important source 
of current change in urban structure is the changing economic relationships within and 
between firms (Anas, et al., 1998: 1427)”.  
Past studies on urban spatial restructuring revealed that different types of firms 
display distinctive location patterns and location determinants of 
concentration/dispersal within the cities. For instance, manufacturing factories began 
to relocate from the central city to the suburbs in order to save land cost and be close 
to highways (Lee, 1989); personal services (e.g. shopping malls, restaurants) began 
the decentralization to follow their customers, i.e. the dispersed urban residents (Berry, 
1967); office activities began to decentralize within metropolitan areas to save office 
rent and labor cost (Bodenam, 1989), and to form new concentration in the suburbs as 
CHAPTER ONE 
 5
they are more dependent on agglomeration economies (Hartshorn and Muller, 1989; 
Stanback, 1991; Garreau, 1991). However, the literatures are based on the experiences 
of cities in Western countries. Does Shanghai follow this way? 
A long time discourse concerning the urban spatial restructuring in China and other 
developed countries is whether and how there exists a single converged pathway of 
urban spatial development (Wu and Ma, 2005; Heikklila, 2007). There are two 
competing theories related to the urban spatial restructuring in China. One theory 
argues that the changing urban spatial structure in China closely resemble those in 
other cities with a free market economy, as market mechanisms have been introduced 
and performed well in China (Wang and Zhou, 1999; Ding, 2004); the other theory 
claim that transitional cities in China are distinctive rather than in convergence to 
western cities, as the state still dominates the location pattern within the cities (Ma, 
2002; Wu, 2003).  
In fact, changes in China’s national urban system and in the internal structure of 
individual cities, especially the large ones, seem to partially echo the pathway of 
developed cities. At the inter-city level, in the past decades large cities grew at a faster 
pace in terms of population and economic output, as the results of concentration of 
migrants as well as capital investment and production (Zhao and Zhang, 1995; Lin, 
2002). Meanwhile at the intra-city level, the dispersal of population and 
manufacturing is documented and confirmed in both English and Chinese scholarship 
(e.g. Ning and Yan, 1995; Ning and Deng, 1996; Chen and Cai, 1996; Garbaz 1999; 
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Zhou and Ma, 2000; Gao, 2003; Chen, 2004; Feng and Zhou, 2005). However, 
underlying the concentration and dispersal processes in urban China are mechanisms 
different from those in western cities. The institutional reforms have been claimed as 
the main contributing factors for China’s urban spatial restructuring rather than 
technology innovations or social restructuring (Ning and Deng, 1996, p136-140). 
Specifically, fiscal reforms provided the cities with sufficient resources for urban 
(re)development and transportation infrastructure construction (Yeung, 1996); urban 
land-use reform established land market with land rent gradient similar to that of 
western cities (Ding, 2004), which facilitated the decentralization of inner city 
manufacturing because the factories can make profit when they sold the land and shift 
to suburbs (Zhou and Ma, 2000); housing reform pushed urban residents to the market 
for housing whilst the high price of market housing uprooted many inner city 
residents who moved to the suburbs (Wang and Murie, 1999; Logan, 2002). 
This dissertation seeks to shed light on the urban spatial restructuring in Chinese cities, 
by a systematic and thorough investigation on the concentration/dispersal pattern of 
firms in Shanghai, one of the largest cities in China.  
The specific research questions addressed are: 
How are the processes of concentration/dispersal reflected in the spatial distribution 
patterns of the firms in different sectors and by different ownerships in Shanghai? 
What are the determinants of the spatial outcomes and to what extent do these 
determinants affect the location of firms? How do firms interplay with the relevant 
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institutional actors in location decision-making?  
1.2 Objectives of Research 
The central objective of this study is to unfold and explain the location pattern/process 
of firms in Shanghai, thus providing evidences in judging the two competing theories 
that whether the urban spatial restructuring in China is similar or distinctive to the 
pathway of cities in Western countries.  
Conceptually, the objective contains four interrelated layers: 1) the context of firm 
development; 2) the spatial distribution pattern of firms; 3) the location determinants 
of the pattern; and 4) the interaction processes behind the pattern.  
As such, this study 
• identifies the major changes in the institutional and economic framework of 
Shanghai and their impacts on the firm development, which sets up the 
background for further study; 
• assesses the spatial distribution patterns of firms in different sectors and by 
different ownerships in Shanghai, and investigates the differences across the 
sectors and ownership types in terms of concentration-dispersal;  
• examines the location determinants for different types of the firms by 
quantitative approach, and compares the locational preferences of the different 
types of firms; and 
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• investigates the interaction process between firms and the relevant institutional 
actors behind the firms’ location pattern by case studies, and assesses the roles 
of the actors involved in the location decision-making process.  
There are some key terminologies defined as follows: 
Urban internal spatial structure 
According to Bourne (1982), the term urban internal spatial structure contains two 
layers: 1) urban form, which is the spatial pattern of individual elements such as land 
uses, residents, employments, firms, etc.; and 2) urban interaction, which is the 
underlying set of interrelationship, linkages, and flows that act to design or organize 
the urban form. In other words, urban spatial structure refers to not only a map or 
schematic diagram of individual elements (residents, land-use, firms, etc.), but also 
the underlying processes that are regulated by organizational principles. In the study, 
the main concern in urban spatial structure is the firm location pattern and the relevant 
urban interactions.  
Firm 
Firm is generally used to describe a collection of individuals grouped together for 
economic gain (Coase, 1937). In law, a firm refers to a legal entity which could be 
partnership, limited liability partnership, company, corporation, or government 
organizations. In this study, the firm refers to any company, organization, institution 
or individual who has registered in the relevant administration authority (e.g. here, the 
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Shanghai Administration of Industry and Commerce). In the context of China’s 
transitional economy, firms consist of not only private sectors, but also large amount 
of public sectors (state-owned-enterprises, government institutions/organizations).  
Globalization 
Simply speaking, globalization refers to the processes of increasing integration of 
economic or political systems, as well as interdependence of nations. The concept can 
be interpreted from various perspectives, such as economic globalization, cultural 
globalization, social globalization, and political globalization. The main concern of 
this study is economic globalization. Economically, globalization in this century has 
proceeded along two main lines: trade liberalization (expanded international trade) 
and finance liberalization (increasing foreign investment). The TNCs (Trans-National 
Corporations) are seen as the key agents of economic globalization in a way that the 
global forces are actually materialized through the operations of TNCs and the 
associated investments. 
1.3 Significance of Research  
1.3.1 Theoretical Significance 
This study intends to contribute to the existing literature in the field of urban spatial 
structure and firm location theory by filling three research gaps.  
Firstly, the existing literature on urban spatial structure is largely based on the 
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academic inquiries of cities in North America, West Europe, and other developed 
countries where the cities have proceeded into the post-industrial era, while the 
knowledge on the cities in developing countries that are undergoing industrialization 
remains insufficient (Clark, 2003). This knowledge is not trivial, not only because the 
majority of urban population in our planet live in developing countries, but also 
because it contributes to the long time discourse whether and how there exists a single 
converged pathway of urban spatial development (Shearmur and Coffey, 2002; Wu, 
2003; Heikklila, 2007), that is, is it possible to link the temporal dimension of urban 
spatial structure to the stage of economic development? 
Specifically, although the population and manufacturing activities are observed to 
decentralize in both “developing” cities and the “post-industrial” cities (Lee, 1989; 
Ning and Yan, 1995; Ingram, 1998; Zhou and Ma, 2000), whether the personal 
services and producer services are decentralizing and to what degree of the 
decentralization remains to be seen in the “developing” cities. Furthermore, as the 
new process of concentration of the producer services and head office in subcenters 
(so called “polycentrism”) is observed in large developed cities, whether it occurs in 
the city of developing countries also needs to be investigated. The issues are 
addressed by the case of Shanghai in this study. The results link the urban spatial 
structure to the city’s economic structure which is further related to the city’s 
development stage and its roles in the regional, national and world urban system. It 
adds a new perspective to understand the urban spatial structure in the cities of 
developing countries.  
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Secondly, although there have been theoretical endeavors to fuse firm location theory 
and urban spatial structure (Fujita and Ogawa, 1982; Lucas and Rossi-Hansberg, 
2002), empirical studies that examine the firm location pattern at the intra-urban level 
are rare (Hansen, 1987), especially when compared with numerous studies of 
household/population location within cities. A key reason is the general paucity of 
spatially disaggregated data on firm location compared to that available for population, 
let alone sectorally disaggregated data (Roberts and Murray, 2002). For these reasons, 
we remain ignorant of the characteristics and distribution pattern of the firms within 
cities, despite their empirical significance on labor markets, residential patterns, and 
commuting systems.  
Since the pioneering work of Weber’s industrial location theory (1929), the 
understanding on the firm location behavior has been gradually expanded. Initially, 
the theory conceived that the firms are located in the locus to minimize the cost of 
transportation, thus highlighting the spatial proximities to raw materials, labor pooling 
and market. Lősch (1954) extended the analysis beyond the cost side by recognizing 
that demand also varies with location, which further emphasized the market 
accessibility and were more appropriate for service activities. Recently, with the rise 
of New Economic Geography in economics realm (Krugman, 1993; Fujita, et al., 
1999; Neary, 2001; Fujita and Thisse, 2002), agglomeration economies have been 
underscored in the literature to explain the spatial pattern of the firms (e.g. Shukla and 




However, most empirical studies on firm location patterns have been conducted either 
at the inter-city level or at a national level due to the problem of data availability. This 
problem hinders us from understanding firm location behavior thoroughly, because 
the agglomeration economies or other factors (e.g. proximity to market, labor pooling) 
have varied effects on economic activities at different geographical scales (e.g. 
inter-city, intra-city, international) (Marcon and Puech, 2003). Moreover, the limited 
studies at the intra-urban level failed to compare the different locational preferences 
of the firms across sector, which would shed light on the relationship between 
fundamental features of the firms and their location behaviors (Hanse, 1986; Wu, 
2000b). This dissertation utilizes a comprehensive data from Shanghai, and examines 
the location pattern of the firms in different sectors. The results not only help to 
comprehend the location behavior of the firms at the intra-urban scale, but also to 
know how the various geographical factors and agglomeration economies work for 
different sectors of the firms exactly. As the urban economy is made up of the sectors, 
the results provide the evidences to explain the urban spatial structure from the 
perspective of the city’s economic structure. 
Thirdly, in the face of overwhelming globalization of economic activities, the location 
behavior of transnational corporations (TNCs) in the cities and their aggregated 
spatial pattern are under-studied. Particularly, a few empirical studies have revealed 
the different landscapes of TNCs and local firms in the cities (for example, see Grant 
and Nijman, 2002). However, there is no study, at least to the author’s knowledge, 
which has further investigated the spatial determinants behind the differences.  
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As globalization has been increasingly regarded as a key force shaping the urban 
world (Sassen, 1991, 1994; Pacione, 2001; Clark, 2003; Short, 2004), knowledge of 
the intra-urban location behavior of TNCs not only helps to comprehend the spatial 
patterns of TNCs, local firms, and related land property development (e.g. luxurious 
community for expatriate experts, high-end office buildings), but also sheds light on 
urban spatial transformation in response to the city’s restructuring towards a more 
global-oriented economy. By comparing the location pattern and the underlying 
determinants between the domestic firms and overseas firms, this study highlights the 
special locational preferences of the overseas firms, thus marking out the spatial 
imprints of globalization in Shanghai. 
1.3.2 Practical Significance  
In practice, this study contributes to the understudied issue of new concentration of 
services in Chinese cities. Although the population and manufacturing factories are 
moving to the peripheral, the central cities are still facing serious problems caused by 
crowded people and economic activities, which can not be explained by the existing 
research on suburbanization (dispersal) process. Nowadays, unaffordable housing and 
traffic congestion are two typical urban problems in China, both of which are 
attributable to the revitalization of services and their concentration in the central city.  
Unaffordable housing, one of the three most salient social problems (xin san zuo da 
shan)1, is arguably a result of insufficient preparation for the concentration of services 
                                                        
1 The other two are unaffordable medical treatment and unaffordable education. 
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in the central city. In Shanghai, the housing within the Inner Ring Road was much 
more expensive than that outside of the Outer Ring Road. In 2004, the average price 
of residential apartments within the Inner Ring Road increased 27.5%, reaching RMB 
16149 yuan per square meter at the end the first quarter of 2005, whilst the average 
price of residential apartments outside of the Outer Ring Road was only RMB 4724 
yuan per square meter (SoFang, 2006). As the per capita disposable income in 
Shanghai was RMB 16683 yuan in 2004, a 70 square meters apartment within the 
Inner Ring Road would need a three-person household save for 22 years. Clearly, the 
housing in the central city is extremely unaffordable for a normal Shanghainese.  
Traffic congestion is also attributable to the concentration process to some extent as 
the existing urban infrastructure in central Shanghai cannot afford the explosive 
demands created by the new concentration of services. In the end of 1997, only a very 
small proportion, 8.8%, of the city’s urbanized land was used for internal 
transportation (Shanghai Master Plan, 1999), which is much lower than the 20% to 
25% in most European cities (World Bank, 1996). The road network in the central city, 
therefore, was seriously overloaded (Shen, 1997).  
The urban problems of unaffordable housing and traffic congestion in the central city 
cast serious doubt on the previous research on suburbanization, which focused on the 
decentralization of population and industries from the central city to suburban area. If 
all economic activities have been moved out, why has the housing in the central city 
become more expensive? And why the traffic congestion becomes more serious? This 
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study debunks the myth by revealing the new concentration process of services in the 
central city, thus calling on more investment in the public transit system to link the 
central and suburbs so that people can choose houses in suburbs and commute to the 
central city conveniently. A rational land use plan is a way out as well, in which the 
attributes of “new urbanism” planning concepts, such as compactness, balance of job 
and housing, and Transit-Orientated Development (TOD), are worthy of noting 
(Hutton, 2004).  
With regard to the industrial policies, although the Chinese cities have departed from 
the industrial city model in the Maoist period for a quarter century, the urban models 
and planning practices are still embedded within the industrialization paradigm (Yang, 
2004). By incorporating both the manufacturing and services, this study raises issues 
in the face of both industrialization and tertiarization. It is argued that Shanghai 
should adopt more assertive policies to deploy services, especially advanced services, 
as an instrument for industrial modernization and competitiveness promotion, if the 
city intends to restore its prestige as a first-tier world city that it was in the 1920s 
(Murphy, 1953). Besides, the economic restructuring resulted from services 
development would facilitate the city’s spatial restructuring towards a more 
polycentric form.  
1.4 Organization of Dissertation 























Firms in  Transtional Shanghai
 
Figure 1-1: Structure of dissertation 
Chapter 1 introduces the research problems in terms of research background, research 




Chapter 2 provides a literature review of theoretical and empirical work on urban 
spatial structure and firm location, with an emphasis on the intersection, i.e. intra-city 
location of firms. Existing literature makes explicit not only the trend of 
decentralization of urban elements from the central city to suburbs, which include 
population as well as firms in manufacturing, retail and certain producer services, but 
also the trend of new concentration of high-order producer services and head offices 
in suburbs. The theoretical foundations to understand firm location include neoclassic 
and institutional strands. The neoclassic approach usually favors a quantitative way to 
measuring the location determinants of firms, that in the theories are broadly 
classified as geographical heterogeneity determinants and agglomeration economies 
determinants. The institutional approach usually uses case studies to illustrate the 
interaction process of firm location decision-making, in which the relationship 
between the firm and other relevant institutional actors (e.g. labor, government) is 
revealed. 
Chapter 3 introduces research design, including the conceptual framework, study area, 
data collection and methods of analysis. The Shanghai Municipality is chosen as 
study area not only because of the data accessibility and availability, but also because 
it is one of largest cities amid of industrialization, globalization and transition. 
Therefore the findings of this dissertation could be extended for other industrializing, 
globalizing and transitional cities. 
Chapter 4 discusses the firms in transitional Shanghai, aiming to establish the 
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background to understand location pattern of firms within the city. Emphases of the 
discussion are placed on four dimensions: (i) institutional context of firm 
development, which includes power decentralization and marketization reforms; (ii) 
sectoral context of the firms, including economic restructuring and the development 
of services; (iii) ownership context of the firms, which introduces foreign direct 
investment (FDI), import/export and transnational corporations (TNCs) in Shanghai; 
and (iv) spatial context of the firms, including the city’s land-use expansion and the 
existing knowledge on suburbanization in Shanghai. 
Chapter 5 presents the location pattern of firms in Shanghai. The density gradient of 
firm location pattern is estimated to describe the degree of concentration. The location 
pattern of firm is further investigated 1) by sectoral type to find out which sub-sectors 
are more decentralized and why; 2) by ownership type to examine whether the 
overseas firms display similar location pattern to the domestic firms. The emphases 
are put on the firms in three broad sectoral groups (manufacturing, producer services 
and personal services). 
Chapter 6 identifies the spatial determinants and assesses the degree to which they 
influence the location pattern of firms in Shanghai. Three sectoral groups, i.e. 
manufacturing, personal services and the personal services, are the focus in this 
chapter. Each sector is further divided into domestic firms and overseas firms in order 
to investigate their differences in locational behavior. Two groups of determinants, i.e. 
geographical heterogeneity variables and agglomeration economies variables are 
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examined by multivariate regression method. 
Chapter 7 explores the interaction process underlying the location decision-making of 
firms. Five cases are examined in order to investigate the relationship between the 
main actors in firm’s location decision-making process, which are the firms, the 
property developers, and the local governments. Emphases are put on different 
interests and strategies, as well as relative bargaining power of the actors.  
Chapter 8 summarizes the findings and concludes. The main contributions to existing 
literature, implications to the policies on urban planning and industrial development, 




Intra-city Location of Firms: A Literature Review 
2.1 Introduction 
This chapter discusses the existing empirical knowledge and theoretical 
underpinnings to understand the location patterns of firms and underlying 
concentration/dispersal process within the cities. The topic is, however, at the 
intersection of two strands of theories, namely, the urban internal spatial structure 
theories and the firm location theories. The former aims to reveal the spatial patterns 
and processes of economic activities within the cities and the underlying contributing 
factors, which is not confined on the firms but consists of a wide range of urban 
elements such as population, employment, land use, etc.; the latter intends to 
understand individual firm’s location-choice behavior responding to geographical 
factors, agglomerations and institutional network, which is typically more studied at 
the regional level or inter-city level but not at the intra-city level.  
The literature review thus evolves along the two lines: urban internal spatial structure 
and firm location as the shown in the figure 2-1: 
In the discussion on urban internal spatial structure, the evolution of spatial patterns of 
economic activities within cities are firstly reviewed based on the experiences of cities 
in developed countries. This review reveals various concentration and dispersal 
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processes of population and industries. Based on the existing urban theories, the 
causes of the spatial pattern are summarized. Furthermore, the imprints of 
contemporary forces of globalization on urban internal spatial structure are discussed.  
There are two basic approaches to firm location theories: neoclassical and institutional 
approach. Assuming the firms act as “economic man”, the neoclassical approach 
usually employs quantitative methods to model firm location pattern with various 
spatial factors; contrastively, the institutional approach relies more on qualitative 
studies to illustrate the interaction process between the firms and the relevant 
institutional actors in the location decision-making (Hayter, 1998). The two 
approaches both contributing to our understanding on firm location behavior are 
discussed in turn. In the end, the empirical findings in spatial restructuring and firm 
location in Chinese cities are summarized as well. 
Location of firms in cities
















Figure 2-1: Structure of literature review 
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2.2 Understanding Urban Internal Spatial Structure 
Urban internal spatial structure has long been an interesting area of academic 
investigation (Bourne, 1982; Anas, et al., 1998), not only because it plays a pervasive 
and fundamental role in people’s daily live in cities (Horton and Reynolds, 1971), but 
also because it is a spatial mirror reflecting the historically and currently prevailing 
spatial organizational principles and operating rules of firms, households, and other 
urban elements (Johnston, 1977; Korcelli, 1976). As the structure reflects complex 
interplays between many diverse forces in cities, studies of urban spatial structure 
have advanced in multiple disciplines through diverse but well-structured approaches. 
The classic examples are the ecological approach pioneered by Chicago School in 
urban sociology (Burgess, 1923; Park, et al. 1925; Berry and Kasarda, 1977), land 
market (bid-rent) approach by Alonso (1964), Mills (1972) and Muth (1969) in urban 
economics, and Neo-Marxism approach by Harvey (1973) in human geography. 
However, because of the complexity of urban elements, interactions and forces, each 
study conceptualizes cities from a particular focus. For the purpose of this study, the 
emphasis is put on the spatial structure of urban economic activities made up of firms 
and households, rather than social spatial structure consisting of socioeconomic 
classes.  
2.2.1 Evolution of Concentration/dispersal in Cities 
Urban dispersal: urbanization to suburbanization 
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Urban dispersal has been studied in academic work for decades, and has impelled a 
significant shift in the study of “urbanization” to include “suburbanization”. In early 
urban writings, the essence of urbanization was a process of population and industrial 
concentration, in which the central cities were the urban cores and the suburbs were 
only “bedroom communities” (Webber, 1899; Burgess, 1925; Unwin, 1971). However, 
after the rapid development of suburbs in 1950s and 1960s, the central cities began to 
lose population and industries to the suburbs (Muller, 1981). In only five years from 
1970 to 1975, central cities of U.S metropolitans lost at least 13 million persons, most 
of who moved to suburban jurisdictions (Berry, 1976). This process of population 
decentralization, in Berry’s eye, signaled a turning point in the American urban 
experience, which “implies a movement from a state of more concentration to a state 
of less concentration.” (Berry, 1976, p1, 2) 
Nevertheless, to describe and measure the urban dispersal is no easy task, and a biased 
method may even distort the very understanding of the process. Mapping is the most 
basic and straightforward way to describe the urban spatial structure, but it is hard to 
quantified and compared across cities. Furthermore, the geographical definition of a 
city/metropolitan makes the comparisons more confused. In fact, Berry employed the 
term counter-urbanization rather the suburbanization, to describe the urban dispersal 
because he also found that the metropolitan were losing population to 
non-metropolitan territory by the mapping method (Berry, 1976). In essence, 
counter-urbanization refers to the process of people moving from urban area to rural 
area which represents a state of absolute dispersal at both the urban scale and the 
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regional scale, while suburbanization refers to the process of people moving from 
central cities to urban-rural fringe which represents a state of relative dispersal only at 
the urban scale (Hall, 1984). A possible bias of the term counter-urbanization is that 
the definition of the metropolitan statistical area (MSA) underestimated the expansion 
of urban areas in the States (Muller, 1981). In response, the statistical authority began 
to designate the fully urbanized areas lying out of the MSA and lacking major city 
centers as new all-suburban, independent MSAs (Gottdiener and Hutchison, 2000).  
The density gradient method is a more-widely used method to describe and measure 
urban spatial structure for it is a relatively simple and easy measure to compare across 
time and across cities (McDonald, 1989). Density gradient is derived from the classic 
bid-rent model (Alonso, 1964; Mills, 1972; Muth, 1969), in which all employment is 
assumed to concentrate at the central business district (CBD), and the location choice 
of identical households is modeled on the trade-off between accessibility to the CBD 
and housing consumption. Households that incur higher commuting cost are rewarded 
by lower housing prices farther from the CBD and consume more housing. Under the 
simplifying assumptions, population density (land value, or employment) is shown to 
have an exponential form, D(R) = D0*exp (a*R), where R is the distance from the 
CBD, D0 is the population density at the urban center, and a is the density gradient 
which represents the constant percentage change in the population density per unit 
change in distance from the CBD. The AMM mono-centric model, or the 
distance-decay spatial patterns of land value, population, or employment, is largely 
confirmed in the empirical studies across cities and across countries (Lusht, 1997; 
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Shearmur and Coffey, 2002). 
However, with the advancement of transportation facilities and communication 
technologies, the distance-decay pattern became less clear and the density gradient 
became flattened. Yeates, M.H. and Garner (1971) found that the explanatory power 
of distance to CBD in land value declines with time. Using the data of New York, 
Atck and Margo (1998) reported that not only the rent gradient flattens, but also the fit 
of the regression equation erodes with time. Based on the measurements by Mills 
(1972) and Macauley (1985), White (1999) reported how fast the manufacturing 
employment, retail employment, service employment, wholesale employment and 
population employment decentralized, or, suburbanized (see Table 2-1).  










1948 0.68 0.88 0.97 1.00 0.58 
1977/80 0.32 0.30 0.38 0.37 0.24 
Change 53% 66% 61% 63% 59% 
Source: White (1999), p1376-1377, based on Mills (1972) and Macauley (1985) 
One thing worthy of noting in Table 2-1 is that, although employment and population 
decentralized in the period, the extent of employment dispersal varied across the 
sectors, which suggests that the urban dispersal consists of different processes/stages 
of the urban components. Population decentralization in cities has long been 
recognized. Mills (1972) reported the average population density gradients for four 
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US metropolitan areas between 1880 and 1963, which kept decreasing from 1.22 to 
0.31 during the period. The results indicated that the population decentralization can 
be traced back to the nineteenth century.  
As the assembly-line production became widespread and inter-city trucking and 
highway system were established, manufacturing activities moved out to the suburbs 
as well (Meyer and Gomez-Ibanez, 1981). This dispersal came primarily after World 
War II. Based on the statistical fact that the percentage distribution of manufacturing 
establishments, workers, and value added between the central and periphery showed 
only small changes during 1939 to 1947, Kitagawa and Bogue (1955) claimed that the 
suburbanization of manufacturing was a post-war phenomenon. By the 1980s, the 
percentage share of manufacturing for the suburbs in most metropolitan in the U.S. 
was higher than that for the central cities (Gottdiener and Hutchison, 2000, p89). In 
two cities of a developing country, Bogota and Cali of Colombia, Lee (1989) also 
observed a clear trend of manufacturing suburbanization.  
The suburbanization of services has received increasing attention as the understanding 
of the nature of services is advanced. As developed countries have transformed into 
post-industrial societies in which the tertiary sector dominates the economy (Bell, 
1967; Beyers, 2002), the services were no longer conceptually conceived as 
unimportant and nonproductive activities and as residuals to the primary and the 
secondary sectors (Coffey, 2000). Singelmann (1978) grouped the services into four 
categories: 1) distributive services (e.g. transportation and storage, communication, 
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wholesale); 2) producer services (e.g. banking, finance, insurance, real estate, 
accounting, and legal services); 3) social services (e.g. health, education, welfare, 
government); and 4) personal services (e.g. retail, hotel, restaurants, entertainment). 
The suburbanization of personal services and producer services are discussed 
separately in the following.  
Not surprisingly, the suburbanization of personal services, especially the retailing 
activities, went along with the suburbanization of urban population, because they 
were closely tied the needs of local population (Christaller, 1933; Berry, 1967; 
Diamond and Noonan, 1996). During 1948 to 1954, retail trade sales in the central 
cities of metropolitans increased 15.8% in the U.S., but in the suburbs by 44.1%, a 
clear trend of relative suburbanization (Tarver, 1957). After this time, large-scale 
suburban shopping malls sprang up at accessible highway intersections, and the 
number of malls increased about tenfold from approximately 2,000 in 1960 to 20,000 
in 1980 (Muller, 1981). Until the 1990s, the shares of suburban retail employment in 
the largest metropolitans in the U.S. were all over 60%, except Houston (40%). The 
shares in some metropolitans even reached 80% including Cleveland, Detroit, and San 
Francisco (Lee, et al. 2006).  
Producer services, which refer to the services providing intermediate-goods for final 
products of other firms, organizations or governments, are the most important among 
the four groups of services. They not only enhance the efficiency of production in 
other sectors through providing knowledge-intensive services, but also export services 
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to other region/nation and thus are no longer conceived as non-basic sectors in urban 
economy (Coffey, 2000, 170). Empirical evidence also indicated that producer 
services, although may not be the largest sector in the economy, was the sector with 
the rapidest development in terms of employment in the developed countries (Daniels, 
1993).  
The suburbanization of producer services began after the 1970s (Bodenam, 1989). In 
general, producer service employment seems to be growing more rapidly in suburban 
rather than in the central cities of American metropolitan areas. The sub-sectors of 
producer services that led suburbanization include data processing, mailing, while 
those that remained in the CBD of central city include legal, advertising, accounting 
and auditing services (OhUallachain and Reid, 1991). The former consists of more 
standardized and rountinized activities, or “back offices” activities, which can be 
located separately from main office activities with the advancement of 
communication technologies. They are more likely to move to the suburban in order 
to save land cost. Meantime, the “front offices” requires more face-to-face contact, 
thus more willing to locate in central city relatively (Coffey and Shearmur, 2002).  
Urban (re)concentration: the “new suburbanization” 
By the end of the 1980s, the suburbanization of “front-office” services was observed 
by a number of American researchers as well (Garreau, 1991; Hatshorn and Muller, 
1989; Stanback, 1991), which signaled a new wave of suburbanization, the “new 
suburbanization”. This new trend was significant because it was coupled with a new 
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process of concentration, as the “front offices” were not randomly spreading from the 
central city, but were concentrating in the emerging suburban centers (Erickson, 1986). 
Giuliano and Small (1991) detected 28 subcenters in Los Angeles County and Orange 
County. McMillen and McDonald (1998) found 15 sub-centers in the Chicago 
metropolitan area, and Cervero and Wu (1997) identified 22 sub-centers in the San 
Francisco Bay area. Those sub-centers have not only significantly changed the 
surrounding employment and population distribution, but also led to the changes of 
urban real estate development (Gordon et al, 1986; McDonald and McMillen, 2000).  
The “new suburbanization” process was profound because it was the first time that the 
subcenters has cultivated agglomeration economies and gained in weight and diversity 
to such an extent that they succeeded in pulling and maintaining the types of activities 
heretofore found uniquely in the CBD (Stanback, 1991). In Atlanta, for instance, each 
of the two suburban centers has more office floor space than has the CBD; In New 
York, there is more office space in edge cities than in the whole of midtown 
Manhattan (Garreau, 1991). Hartshorn and Muller (1986) summarized the growth 
stages of the suburbs as four: 1) bedroom community pre 1960s, when the suburbs 
developed with large scale of population suburbanization; 2) independence stage in 
the 1960s, when the regional shopping centers and industrial parks were established; 3) 
catalytic growth in the 1970s, when the suburbs gained more employment than the 
central cities; and 4) high rise/ high technology from the 1980s, when prestigious 
high-rise buildings with were erected and attracted high-technology/ 
knowledge-intensive tenants at rents equal to or even above those in the CBD. Clearly, 
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the maturing process of suburban centers is consistent with the evolution stages of 
suburbanization, which also reflects the (re)concentration process from the other side 
of suburbanization, i.e. the suburb rather than the central city.  
However, this “new suburbanization”, or the emergence of polycentric urban model, 
is not ubiquitously true, although it was claimed that polycentricity reflects a common 
process and the edge city phenomena is “being copied all over the world” (Gordon 
and Richardson, 1996a; Garreau, 1991). In Atlanta, for instance, although the 
suburban centers overshadowed the CBD as retail centers and corporate offices 
centers, the CBD remained as the leading employment center. Moreover, the 
commuting flows and shopping flows indicated that the spatial configuration of the 
entire metropolitan area was organized as a web of specialized centers rather than as a 
combination of independent urban realms dominated by their respective center (Fujii 
and Hartshorn, 1995). In Montreal, Coffey et al (1996) found that the city’s CBD is 
still strong, and that suburban growth may be the result of an “overflow” effect, with 
increasing specialization of the CBD and movement to the suburbs of back-office and 
other less strategic functions. Shearmur and Alvergne (2002), in a study of the 
distribution of high-order service sectors in Paris, displayed a complex web of 
patterns which belie any simple interpretation in terms of subcenters, while at the 
same time confirming the preponderant role of the CBD in terms of higher-order 
service employment.  
As such, the distinction between “polycentricity” (a spatial structure that includes one 
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or more centralized economic nodes other than the CBD) and “scatteration” (a 
generalized dispersion of economic activities, as opposed to their concentration in 
employment subcenters) were put forward by Fujii and Hartshorn (1995) and Gordon 
and Richardson (1996b). This distinction is significant because it remind us of the 
complexity of urban internal spatial structure, which represents a combined picture of 
various urban components subjecting to different centripetal and centrifugal forces.  
In summary, for the last century, there has been a marked tendency for urban 
economic activities to decentralize, although the types and extents of the 
decentralization has varied across cities and across time (Ingram, 1998). Population 
began the decentralization process from the end of 19th century. Manufacturing 
activities, that once occupied the central location of city after the industrial revolution 
(Moses and Williamson, 1967), have moved out of the central city to peripheral areas 
on a large-scale since WWII. Around the same time, personal services began the 
suburbanization process in order to keep their clients, namely the decentralized urban 
residents. The suburbanization of producer services is more complex as some of them 
(front offices) display a much stronger tendency to spatial concentration than 
industrial activities and personal services do whilst others (back offices) show 
differently. In some large American cities back offices activities scattered into the 
suburbs, while the front office activities tended to centralize in the CBD or a few 
number of emerging subcenters. However, this “polycentrism” has to be taken with 
great caution because the evidence from other cities and countries is ambiguous.  
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2.3.3 Causes of Concentration/dispersal 
Centrifugal forces 
The centrifugal forces driving urban decentralization are discussed intensively in the 
existing literature, and are summarized as two classes of theories in Mieszkowski and 
Mill’s review (1993). One class of theories of suburbanization was called a natural 
evolution theory establishing on basis of the Alonso-Mills-Muth (AMM) 
mono-centric model (Alonso, 1964; Mills, 1967; Muth, 1969); the other focused on 
fiscal and social problems of central cities, popularly known as the “flight from 
blight” theory. The mono-centric model indicated that the location of households and 
firms are decided by their bid-rent pay ability in which the higher keep the more 
central location with better accessibility. Moreover, the bid-rent functions of 
household and firms are closely related to the commuting cost and income, which 
shed light on the contributing factors of suburbanization (O’Sullivan, 1996).  
Improvements in transportation infrastructure and the widespread of automobile 
encourage suburbanization, as predicted in the mono-centric model with the decrease 
of commuting cost (Anas, et al., 2000; Glaeser and Kahn, 2000). The developments in 
railways, bus routes and roads are the main improvements that make suburbanization 
more practical, as both households and firms become increasingly able to locate in a 
suburb and commute to the central city for work. The increase in the number and size 
of highways is a particularly significant part of this effect (Stanback and Knight, 
1976). The highway matrix in the U.S. altered the pattern of accessibility 
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fundamentally, as no longer is the central city most accessible to the large 
metropolitan market. The suburban location adjacent to highway system became 
advantageous for its cheap land property, especially for the manufacturing firms 
requiring larger space in response to assembly line production. Recent improvements 
in communication technology (e.g. the spread of internet services and mobile phone) 
in essence have further shortened the commuting cost as well. Although this can occur 
either in the city or in the suburbs, the effect is generally decentralizing which works 
against the concentration advantage of the center city and enables some office 
activities move out (Bodenman, 1998).  
Income increase encourages suburbanization as well, because the rising income leads 
to a greater demand for housing and thus a flatter bid rent curve. As early in the 1920s, 
the classic Concentric Ring Model indicated that the high income groups, or the 
affluent class, prefer larger house lots and live with greater distance to the CBD than 
the working class do (Burgess, 1925). As the income increases with the strong 
economic growth after the WWII in the U.S., more affluent households emerged and 
moved to the suburbs. Using a cross-sectional data between 1950 and 1980, Margo 
(1992) found that approximately 40% of the population suburbanization in the states 
can be attributable to the rising household incomes.  
The “flight from blight” theory of suburbanization focused more on the “push” factors 
of central cities which underwent a series of urban problems including racial conflict, 
social polarization, crime, housing deterioration, high taxes, congestion, and so on 
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(O’Sullivan, 1996). These problems turned central cities into dangerous areas with 
low quality of life, while the suburbs were increasingly seen as safe and high-quality 
places to live, leading affluent central city residents to move to the suburbs which 
induced further deterioration of central cities. Empirical studies also support the 
theory that central-city problems encourage suburbanization. For instance, Bradbury 
et al. (1982) examined 121 metropolitan areas for the period 1970-1975 and found 
that the metropolitan areas with more old housing stock, higher taxes, and larger black 
population experienced more rapid suburbanization.  
Centripetal forces 
The centripetal forces driving the urban (re)concentration are heavily relied on the 
“agglomeration economies” (Stanback, 1991; Arthur, 1994; Lucas and 
Rossi-Hansberg, 2002). According to the New Economic Geography (NEG) in 
economics (Neary, 2001), concentrations form and survive because of the 
agglomeration economies, in which the concentration itself creates favorable 
economic environment that supports further concentration (Krugman, 1993; Fujita 
and Thisse, 2002). As such, a city can be defined as a concrete territory where goods, 
ideas, services and people concentrate for purposes of exchange and production. This 
concentration allows the society to reap the benefits from all kinds of diversification 
and specialization. Therefore, the spatial pattern of concentration in the cities is the 
geographic manifestation of agglomeration economies in various urban components 
such as population, manufacturing, personal services and producer services (Anas, et 
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al. 1998).  
The sources of agglomeration economies include other two factors: increasing returns 
to scale (IRS) and location externality. “Increasing returns to scale” is usually 
explained by relevance to indivisibilities. Some production can only work on a large 
scale, either because they require large-scale specialized machinery, or because they 
require a great deal of division of labor. Because these large-scale productions cannot 
be divided to produce small amounts of output, it is otherwise to use less productive 
methods to produce the smaller amounts. Thus, marginal and average costs decline as 
output increases.  
Location externalities can be decomposed into three categories: labor market pooling, 
intermediate inputs and knowledge spillovers (Krugman, 1991, 36-54):  
i) Labor market pooling is often measured by the density of population or 
employment. By concentrating in the same location, a thick labor market with a large 
pool of specialized skills is formed. The market benefits both the workers and the 
firms not only because of the reduction of searching process for match, but also the 
risk aversion for the uncertain and imperfect market; ii) Intermediate inputs reflects 
inter-industrial linkages. The backward and forward linkages between the firms on 
certain location can support more specialized local suppliers, thus improving the 
competitiveness of the firms and in turn reinforcing the location externalities; iii) 
Knowledge spillovers. Knowledge, especially the informal knowledge, is difficult to 
transfer, thus easier to be localized. Knowledge spillovers are an important source of 
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innovation in the economy.  
Empirical studies provide support for the theory that agglomeration economies 
encourage urban concentration. The positive link between productivity and the 
agglomeration of economic activity in urban areas were identified, which justify the 
movement of economic activities from rural to urban area (Black and Henderson, 
1999; Krugman, 1993). A strong growth of agglomeration economies in the suburbs 
compared with central cities was observed by Lee et al. (2006), which confirms the 
self-reinforcing nature of suburban centers. With the advancement of transportation 
and communication technologies, the evidence suggests that the significance of 
agglomeration economies is growing rather than diminishing, leading to even greater 
concentrations of economic activities at larger geographical scale (Glaeser, 1998; 
Sassen, 2001).  
On the basis of understanding on the centrifugal forces (e.g. transportation) and the 
centripetal forces (i.e. agglomeration economies), more advanced urban economic 
models were put forward to explain the emergence of sub-urban centers and urban 
spatial restructuring (Lucas, 2001). Fujita and Ogawa (1982) presented a 
non-monocentric model which reflected the concepts both “bid rent” and “location 
potential”. The former introduces the consideration of commuting cost; the latter 
brings into the agglomeration economies. Through simulation, Fujita and Ogawa’s 
model indicates that the city is monocentric if agglomeration economies are much 
larger than commuting cost, the city becomes poly-centric if agglomeration 
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economies and commuting cost both increase to some extent, and the city is in mixed 
land use if agglomeration economies are low whilst the commuting cost is high. Lucas 
and Rossi-Hansberg (2002) put forward a more generalized model, which proved the 
existence of an equilibrium land use in a simplified city where businesses are no 
longer pre-assumedly concentrated in the urban center. In the equilibrium, the land 
use decision of firms reflects the tradeoff between external benefits from locating near 
to other firms and the costs of longer commutes for workers. In essence, the model 
confirms the story by Fujita and Ogawa. By linking the urban spatial restructuring to 
the changes in commuting cost and agglomeration economies, both the two models 
can tell the story of urban decentralization and the emergence of suburban centers. 
Furthermore, both the models remind us the complexity of urban spatial structure, 
which may undergo an ultimate structural transition when the conditions are changed 
(e.g. transportation infrastructure, population growth, production technology 
improvement). 
2.2.3 The Impacts of Globalization on Urban Internal Structure 
Although the globalization’s impacts on urban world is best represented in the 
emergence of world urban system and world/global cities (Hall, 1966; Freidmann, 
1986; Sassen, 2001), globalization casts imprints on city’s internal structure as well, 
which are associated with the city’s role in the global urban system.  
Imprints on global cities 
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The global city scholars argued that the “world/global cities” are emerging out of the 
world urban system as the strategic nodes with command-and-control power in the 
global economy, which are believed to have distinctive features with other cities in 
urban functions, spatial structure, quality of life, and urban landscape (Hall 1966; 
Friedmann and Wolff 1982; Beaverstock, et al. 2000). However, it is the concentration 
of producer service in the global cities that enable them to produce such “command 
and control” functions (Sassen, 2001). With the dispersal of manufacturing and 
routine services activities from the “core” to the “peripheral” regions, the central 
administration functions became more important for large corporations which thus 
have to rely more on supportive producer services. Because producer services are 
subject to agglomeration economies, as they require intensive face-to-face contacts, 
they are concentrated in a number of cities at the global scale, thus giving the cities 
“command and control” power.  
The world/global cities, particularly the CBD regions, are the sites of concentration of 
headquarters of major transnational firms and highly professional produce services 
(Marcotullio, 2003). The concentration of these companies has resulted in a 
concentration of high-salary international elites engaged in those specialized, 
high-order services, especially those who work for finance, accounting, advertising, 
and law services (Knox, 1995; Yeoh, 1999; Hill and Kim, 2000). The concentration of 
those professional elites induces a high-income lifestyle. A typical urban imprint of 
globalization is luxurious residential buildings, and “gated communities” (Wu, 2005). 
On the other hand, a decline in manufacturing employment has led to a large amount 
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of poorly paid and low-skilled service jobs such as security guard, office cleaners, 
nurses, etc. To the end, global cities become “dual cities” or “divided cities” 
characterized by a new spatial order in terms of strengthening patterns of segregation 
between the richest and poorest socio-economic groups (Mollenkopf and Castells, 
1991; Fainstein, et al., 1992; Walks, 2001).  
Imprints on globalizing city 
The term globalizing cities is constructed to extend the research scope of globalization 
on urban geography, as existing studies are not “global as they should be” (Short, 
2004; Grant and Nijman, 2002). The term includes almost all the large cities in both 
developed and developing countries which can act as a gateway for the transformation 
of economic, political, and cultural globalization. The focus on globalizing cities is 
how cities in the emerging world urban hierarchy are affected by globalization rather 
than which a few cities dominate the hierarchy as the focus of world/global city 
research is (Short, 2004). 
Grant and Nijman (2002) presented an interesting description of the spatial structure 
of Accra and Mumbai’s services corporations in the era of globalization (see Figure 
2-2), based on their intensive empirical study on the producer service firms in the two 
cities. They observed an emergence of three-tier CBDs (global, national and local), 
which links to the global economy differently. The formation of the three-tier CBDs is 
related to the two cities’ similar historic process: colonialism, nationalism, and 
globalism. Based on the study on Calcutta, Chakravorty (2000) also found the 
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connections between the internal spatial restructuring and the city’s changing roles in 
the global urban system during the colonial, post-colonial and post-reform periods.  
 
Figure 2-2: Three-tier CBDs in Accra and Mumbai 
Source: Grant and Nijman, 2002 
Focused on manufacturing activities at the global scale, Markusen (1996) identified 
four types of industrial districts which survive and swell as “sticky places” attracting 
resource from around the world. The first type is the Marshallian New Industrial 
District (NID), where company structure is dominated by small and locally owner 
firms. The intensive interactions between the firms produce specialized sources of 
finance, labor, and knowledge. A good example is Silicon Valley. The second type is 
the hub-and-spoke district, where corporate structure is dominated by one or a few 
major firms in the district. The firms are giants like the Fortune 500 and their 
decisions are made locally but have global effects. The third type is the satellite 
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industrial platform which is also dominated by one or a few big companies. However, 
the companies are externally owned and decisions are made outside of the district. 
The second type is more likely to locate in developed and industrialized countries, 
while the third type is more likely to locate in the developing countries and in the 
spatial form as development zones, export processing zones, or industrial parks set up 
by local governments. The fourth type is state-anchored industrial district, where 
major government’s institutions dominated the regional economy, such as military 
bases and university parks. 
2.3 Understanding Firm Location Behavior 
As previously discussed, the concentration and dispersal processes of firms are the 
core of urban spatial restructuring. The way firms choose their location, efficiently or 
not, is of no small importance for their well-being, and for the health of the urban 
economies in which they operate (Chapman and Walker, 1991; Laulajainen and 
Stafford, 1995; Hayter, 1998). Moreover, each firm has connections to suppliers, 
customers, and employees who also operate and choose location in the urban area, 
which means that the location patterns of firms have direct influences on the spatial 
pattern of employment, population, land-use, commuting, and so on. No doubt, “an 
important source of current change in urban structure is the changing economic 
relationships within and between firms (Anas, et al., 1998: 1427)”. 
There have been many theoretical and empirical endeavors to understand firm 
location behavior since Weber’s industrial location theory (1929). In general, apart 
CHAPTER TWO 
 42
from in rigid planning economies, location-choice is the responsibility of individual 
firms. However, diverse activities are included in the functions of firms, such as 
assembling materials and services as intermediate inputs, operating production chain, 
distributing output, securing market, handling competitors, etc. How firms perform 
these functions has been conceptualized in many different approaches (Machlup, 
1967), which provide broad context to study firm location behavior. Among different 
approaches the two most frequently employed are the neoclassical and the 
institutional approaches. 
2.3.1 The Neoclassical Approach of Firm Location-choice 
In the neoclassical approach, the firm is assumed to be an “economic man” that 
purchases the factors of production (i.e. land, labor, and capital), and then combines 
these factors in such a way as to maximize their profits (Hayter, 1998, p80). In a 
market economy, firms compete for location which can bring them extra profits, until 
these reach a spatial equilibrium when identical firms in a particular sector make the 
same profit and no firm has an incentive to relocate. Therefore, theoretically the final 
location pattern of firms represents the spatial surfaces of cost/revenue distribution. 
These surfaces are tied with the spatial characteristics of particular location that can 





Geographic heterogeneities refer to nature endowment such as proximity to physical 
infrastructure (sea port, airport, highways, etc.), which are exogenous to the economy.  
The factor of geographic heterogeneities is also known as the “first nature” in NEG 
(in economics) literature (Krugman, 1993). Weber’s industrial location theory (1929) 
conceives that firms are located in particular locations to minimize the cost of 
production (i.e. transportation cost, labor cost and agglomeration economies), 
highlighting the spatial proximities of the firms to places with raw materials, labor 
pooling and market. Lősch (1954) extended the analysis beyond the cost side of the 
production by recognizing that demand also varies with location, which further 
emphasized the market accessibility and were more appropriate for service activities. 
Representing a step nearer reality, Smith (1971) adapted the Weberian framework and 
argued that the firms are able to survive in any location where total revenues exceed 
total costs, or in his term, an area defined by the spatial margins of profitability rather 
than the exact point of cost-minimizing/profit-maximizing.  
The existing empirical studies indicated that intra-urban spatial variation does exist, 
which is attributable to specific geographical heterogeneities (Hansen, 1987; Lee, 
1989; Shukla and Waddell, 1991; Waddell and Shukla, 1993; Wu, 2000b). In an 
attempt to model the firm location pattern in the Dallas-Fort Worth area, Shukla and 
Waddell (1991) confirmed the importance of spatial accessibility in firms’ 
location-choice including the proximity or accessibility to CBD, airport, and highway, 
although the extent of importance varied across industries. The proximity to airport 
was found to have a striking influence on firm location in most industries, particularly 
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for wholesaler firms. Accessibility to highways was valued by wholesale, retail and 
manufacturing firms. And the proximity to CBD was only found to have strong 
influences on finance, insurance and real estate (F.I.R.E.) firms. By modeling the data 
on two cities in a developing country, Bogota and Cali in Colombia, Lee (1989) 
confirmed the role of proximity to CBD for the financial and commercial sectors, 
which indicates the services activities were still in a concentration form although there 
was a general decentralization of all firms. Therefore the CBD retained most retail 
and services employment and continued to attract large commercial and financial 
establishments. In contrast, the strong decentralization of manufacturing employment 
in both the cities was found to be comparable to the trend in large U.S. cities. In 
modeling the intra-metropolitan locations by foreign firms in Guangzhou, Wu (2000b) 
found that the accessibility to highway was a significant factor to attract the firms 
while the role of proximity to CBD was ambiguous, which may be due to the fact that 
foreign investment firms are largely in the manufacturing sector.  
Agglomeration economies 
Recently, an increasingly mentioned force to explain firm location is “agglomeration 
economies” (Krugman, 1993; Fujita, et al., 1999; Fujita and Thisse, 2002). Although 
agglomeration was discussed in Weber’s seminal work, it was only explicitly 
explained in a theoretical framework which has solid micro foundation after the rising 
of New Economic Geography (NEG) in economics realm (Neary, 2001). Theoretically, 
any agglomerative or “centripetal” force adds location advantage on a particular land 
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parcel where the firms are thus profitable. This encourages initial concentration of 
economic activities and pulls other economic elements to further locate in because of 
the positive externalities (“second nature”). These externalities can be location 
economies which allows the firms in specific industry to gain from the specialization 
by locating near to each other, or urbanization economies which allow the firms 
across industries to gain from the diversification by locating near to each other 
(Hoover, 1937; Henderson, 1997).  
For a particular firm, whatever engages in manufacturing or producer services, the 
static gains derived from being located in a industrial cluster, or the static externalities, 
have various sources: 1) scale economies due to greater market size (market potential); 
2) shared and thus lower infrastructure costs; 3) lower information and transaction 
costs because of the greater range and facility of face-to-face contacts; 4) more 
flexible and rapid input relationships, given the greater diversity of potential suppliers; 
5) lower training costs due to the presence of a large and diversified labor pool 
(Henderson, 1997). In recent literature, the concentration of knowledge available to 
firms in particular location, or the dynamic externalities, has received more attention 
(Glaeser, et al., 1992). The dynamic externalities may be localization economies, 
which derive from a buildup of knowledge associated with ongoing communications 
among local firms in the same industry, or urbanization economies which derive from 
a buildup of knowledge or ideas associated with historical diversity (Jacobs, 1969). 
From a different perspective, Porter (1990) highlighted the importance of 
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agglomeration economies as well. According to Porter, an “industrial cluster” 
significantly improves the individual and collective competitiveness of the constituent 
firms. Based on the results of a set of international case studies, he identified the 
presence of numerous related and supporting firms, or the agglomeration of relevant 
firms, as a key determinant of an industry’s competitiveness. Specifically, he referred 
to the role of formal and informal linkages among firms in promoting cooperation, 
learning, innovation, and competition. Clearly, both the NEG theory and the industrial 
cluster theory have informed us that, besides the traditional factors of geographical 
heterogeneities, existing “clustering” pattern is significant in firms’ choice for the 
“optimal” location as well.  
Empirical studies provide concrete evidences that the agglomeration economies are a 
key factor to influence a firm’s location behavior (e.g. Scott, 1981; Shukla and 
Waddell, 1991; Waddell and Shukla, 1993; Head and Ries, 1996; Wu, 2000b; 
Figueiredo and Woodward, 2000). Scott (1981) found that intra-urban firm locations 
were differentiated by their tendency to be either labor-intensive or capital-intensive 
firms. The former are likely to cluster together at the centre of the metropolitan labor 
market as they are more subject to agglomeration economies, while the latter tend to 
seek out cheap land at relatively inaccessible peripheral urban locations. By testing 
the population potentiality and employment potentiality, Shukla and Waddell (1991) 
and Wu (2000b) both confirmed the significant influence of agglomeration economies 
on firm location patterns in Dallas-Fort Worth, U.S. and in Guangzhou, China 
respectively. By the method of factorial analysis, Shearmur observed a location 
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pattern of employment in different sectors perfectly organized by inter-industry 
linkages. At a national scale, both Head/Ries (1996) and Figueiredo/Woodward (2000) 
found that the inter-city location choices of foreign firm activities are strongly 
influenced by agglomeration economies represented by the market potential.  
However, although studies on housing and residential location-choice advanced 
quickly after the AMM model, comparable progress in the field of firm 
location-choice has been impeded by the lack of data, especially in the field of 
intra-urban firm location (Hansen, 1987; Lee, 1989). It is well recognized that the data 
availability of population census data is more accessible than is that of firm data 
(Hansen, 1987; Roberts and Murray, 2002). 
Generally, this spectrum of location theories was labeled as neoclassical theory as 
they can be derived from standard classical economic theory (Isard, 1956; Machlup, 
1967; Hayter, 1997). Neoclassical location theory is useful as a benchmark that 
defines the “optimal” location of the firms as a form of economic determinism, that is, 
the location of firms is dictated by the powerful economic forces only.  
2.3.2 The Institutional Approach of Firm Location-choice 
Although neoclassical location theory came to represent “conventional wisdom”, it 
was long and widely criticized because the approach treats the firm as a “black box” 
and ignores the structure of the firm and its business environment (Galbraith, 1967). 
In the neoclassical approach, firms are identical agents linking the economic forces of 
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demand and supply in a manner to maximize their profit. In contrast, the institutional 
location theory starts from the assumption that the firms are heterogeneous agents 
able to actively choose and influence their environment according to diverse corporate 
strategies (Galbraith, 1952). In the institutional approach the firms are socially and 
institutionally situated in an existing “network”, which is shaped by society’s cultural 
and political institutions and value systems rather than by firm individual behavior 
(Thrift and Olds, 1996; Amin, 1999). Thus the firm’s location is the result of complex 
bargaining process between the firms and other institutions such as land owner, 
property developer, government, labor unions, rather than the “spatial margins of 
profitability” in the neoclassical theory (Smidt and Wever, 1990; Hayter 1998). In this 
changing world economy, institutional theory contributes to the understanding of firm 
location by taking into account the dynamic “institutional network” in which the firm 
is embedded (Storper and Salais 1997; Martin, 2000). 
Much empirical research has illustrated how “institutional” actors play roles in the 
firm location-choice, from the structure and functions of the firm, through the 
operation of markets, to the form of state intervention (e.g. Krumme, 1981; Kobrin, 
1987; Alvstam and Ellegard, 1990; Laulajainen and Stafford, 1995; Skūlason and 
Hayter, 1998; Pellenbarg, et al., 2002). The issues of bargaining power emerge from 
the interrelationships between actors and are manifested when any one actor is able to 
realize its will over the opposition of others (Skulason and Hayter, 1998; Yeung and 
Li, 1999).  
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Actors involved in bargaining process 
Firms: Firms are the central location decision-makers in the bargaining process, 
which are also formal structures embedded in society as institutions (North, 1990). 
They exhibit a wide variety of corporate strategies and pursue a complex range of 
goals. For instance, some of them seek to use resources efficiently, while others of 
them seek to access and control resources (Ahern, 1993). And some of them seek 
rapid growth, while others seek stable and secure income (Galbraith, 1967).  
Transnational corporations (TNCs) are the focuses in the institutional literature, 
because they have more negotiating power and are able to exert a substantial 
influence upon the environment (Smidt and Wever, 1990; Skulason and Hayter, 1998). 
TNCs are the key actors in the economic globalization as described in United Nation’s 
report: “we live in a world in which deep integration, organized primarily by 
transnational corporations (TNCs), is becoming increasingly pervasive. ‘Deep’ 
integration extends to the level of the production of goods and services and, in 
addition, increases visible and invisible trade (UNCTAD, 1993:113)”.  
Dunning (2000) identified the peculiar nature of TNC’s location. According to his 
eclectic theory, four main types of foreign based TNC activities were classified: 1) 
market seeking, or demanding oriented companies which enter foreign countries to 
expand demand market for sales-increasing; 2) resource seeking, or supply oriented 
companies which enter foreign countries to find cheap, accessible and reliable 
resource for cost-reducing; 3) rationalized, or efficiency seeking companies which try 
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to promote a more efficient division of labor or specialization; and 4) strategic asset 
seeking companies which are supposed to protect the existing ownership specific 
advantages (for instance, intellectual property rights) or respond to the competitors’ 
movement. The location-choices of the types of TNCs may be distinct to each other 
due to their different corporate strategy.  
Empirical study indicates that the TNCs are found to be more sensitive to local 
institutional context, particularly to the specially-designed preferential policies from 
local governments (Leung, 1990; Wu, 2000a). For instances, development zones are 
so successful in attracting manufacturing TNCs in Shanghai that they are designed as 
a major mean for the local government (Wei and Leung, 2005). 
States: No doubt, states are important institutional actors in the firms’ location 
behavior, because almost all aspects of production and consumption are now 
profoundly influenced, either directly or indirectly, by state policies at the local, 
regional, national, and international levels (Johnson, 1999). Even in the era of 
globalization, the impacts of global forces on our daily life are “filtered partly through 
thick local institutional environments and legal/administrative frameworks” (Sassen, 
2001).  
In Asia, developmental state theory was developed to explain the economic miracles 
observed in Japan and Four Asian Tigers (Castells, 1992; Johnson, 1999), which argue 
that those state’s government play a different role in the processes of development 
when compared with the governments in western counties. Developmental states 
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share three essential features. First, strong meritocratic state bureaucracies rule direct 
the development process. Second, these bureaucracies possess the requisite resource 
(e.g. legal, financial, and political) necessary to play a transformative role in the 
economy. Third, such bureaucracies have “embedded autonomy” vis-à-vis economic 
actors. In china, after the economic reform and open-up policies initiated, “the 
socialist political state is clearly changing to a socialist developmental state” (Oi, 
1995). Bearing in mind that China is still a transitional economy, the urban 
transformation of contemporary China is shaped by the interplays between state and 
market (Wu and Yeh, 1999). The state, including both the central and local levels, and 
the market, including both the global and local, are indispensable in the processes of 
urban development (Han, 2000).  
Labor unions: Labor unions, as an institution, are also found to play an important role 
in the firm’s location-choice process. In fact, for many firms contemplating 
investment, labor unions are perceived negatively for their ability to negotiate high 
wages, non-wage benefits and to organize strikes (Smidt and Wever, 1990; Alvstam 
and Ellegard, 1990).  
2.4 Spatial Restructuring and Firm Location in Chinese 
Cities 
Urban reforms and spatial reorganization 
Since 1978, economic reform and openness policies have introduced profound 
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changes to the socioeconomic system. New trends have been discerned in the role of 
cities in the national economy, the mechanisms controlling urban population growth, 
the ways of land allocation and housing provision, the distribution of income, and the 
participation of China in the world economy. Cities are increasingly viewed as 
engines of economic growth instead of parasites (Lo, 1987; Naughton, 1995). Farmers 
are gradually freed up from villages and turned into non-agricultural residents in small 
towns and cities in remarkable magnitude (Kwok et al, 1990). A property market has 
evolved from the planned and free usage of land and housing (Walker and Li, 1994; 
Wu, 2001). Social and economic stratification has emerged in the Chinese society as a 
result of dismissing the egalitarian distribution system (Bian and Logan, 1996). The 
once close-door economy has opened up widely, as signified by encouraging the 
inflow of foreign direct investment (Xu and Li, 1990; Victor and Yang, 1997; Cartier, 
2002).  
Significant reorganization of cities on regional and national scales occurs as a result 
of these new trends. China’s urbanization level has risen rapidly from 17.92% in 1978 
to 36.09% in 2000 (Pannell, 2002, 1573). Large cities, especially Beijing, Shanghai 
and Guangzhou, were outstanding in attracting economic activities and migrants, 
leading to physical expansions in two and three dimensional spaces (Garbaz, 1999). 
Coastal cities on average grew faster than inland cities because of the development 
priorities assigned to the coastal region (e.g., the Special Economic Zones, the Open 
Coastal Cities, the Open Economic Zones) (Fan, 1995; Lin, 2001). Ma (2002) claimed 
that five large urban agglomerations have emerged, four of which were along the 
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coast. It is evident that as China is transforming herself from a command economy to 
a market-oriented economy, the development of her cities demonstrates many 
characteristics discernible in advanced economies, yet the historical, economic, 
institutional and demographic uniqueness of the country generate special patterns in 
urban spatial structure (Han, 2004).  
Internal spatial restructuring in Chinese cities 
The most remarkable change in the spatial organization of Chinese cities was the 
moving away from a socialist classless structure to one with market diversities. 
Before 1978, Chinese cities were basically sites for administration and industrial 
production, with land use patterns determined by functional compatibleness in the 
planning principles learned from the Soviet Union, and by the principle of least-cost 
industrialization formulated by the indigenous leaders. Mixed land use between 
employment and housing in the form of danwei (i.e., work-unit) compounds 
dominated the landscape (Lo, 1994; Yeh and Wu, 1995). At the center of the cities 
were usually some symbolic buildings, squares and governmental offices rather than 
business establishments. The Tian’anmen Square in Beijing, People’s Square in 
Shanghai, and People’s Congress Hall in Chongqing are examples. As infrastructure 
and housing received the least investment, Chinese cities were crowded and with 
often deteriorated housing. A number of studies record selected aspects of the socialist 
cities (French and Hamilton, 1979).  
All these have changed drastically post 1978. Cities have increasingly assumed the 
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role of economic growth engines and economic centers for trade and finance. Central 
Business Districts emerged in many cities – to the extent of a CBD fever as the media 
described it (21st Century Economic Report, 2 April 2003). Higher level service 
centers emerged, with high level of concentration of shops in the city core (for 
example see Wang and Jones 2002 on Beijing). The danwei compounds were no 
longer significant, as danwei has relinquished most of its planning functions and 
services to the private sectors under the reforms (Bian and Logon, 1996). Shopping 
malls and commercial strips mushroomed in traditional centers and newly established 
suburban regions. Land use adjustment was carried out using the concept of land 
values (Han, 2000; Dowall, 1993). Commercial real estate projects on inner city 
redevelopment sites and fringe zones were added at rapid rate, while infrastructures 
were built in old and new areas of cities. The rapid land development is more likely to 
occur around the edges or close to the existing urban centers, in the way of urban 
expansion/sprawl. The new urbanized areas also tend to be proximity to roads (Sui 
and Zeng, 2001). Within the more dynamic urban areas was the increased 
stratification of the urban population, which led to a unique residential geography in 
large cities with affluent gated communities and poor enclaves (Gu and Shen 2003; 
Wu, 2005).  
The suburbanization of population and industries is particularly relevant in discussing 
the spatial restructuring of Chinese cities. Empirical research using census population 
data of 1964, 1982 and 1990 confirmed that during the 1980s, a number of Chinese 
cities (e.g., Beijing, Shanghai, Guangzhou, Dalian, Shenyang and Hangzhou) showed 
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signs of suburbanization (Zhou and Ma, 2000; Ning and Deng, 1996; Chen, 2004). In 
Beijing, inner city population declined by 80,000 in eight years from 1982 to 1990; 
the population density in the inner city dropped by 1000 people per square km (Zhou 
and Meng, 2000 26). In the inner city of Guangzhou, the proportion of manufacturing 
firms decreased from 38.37% to 27.19% in the period 1980-89; in nearby suburbs 
manufacturing firms increased from 10.29% to 15.29% in the same period (Chen and 
Cai, 1996). These empirical results suggest that Chinese cities entered a new stage in 
spatial organization – suburbanization or decentralization of population and industries 
to the suburbs. Zhou and Meng (2000, 27) claimed that the main contributing factors 
for China’s suburbanization included 1) inner city redevelopment and infrastructure 
improvement; 2) the emerging land and property market; and 3) funds available from 
domestic and foreign sources for urban infrastructure development. Ning and Deng 
(1996, 136-140) argued that institutional reform was the cause of suburbanization in 
Shanghai. Fiscal reforms provided Shanghai with more resources for urban 
(re)development and infrastructure construction; urban land-use reform facilitated the 
relocation of inner city industries as the factories can make profit when they sold the 
land and shift to suburbs; housing reform pushed urban residents to the market for 
housing whilst the high price of market housing uprooted many inner city residents 
who moved to the suburbs. 
Foreign firms’ intra-urban location 
Due to the problem of data availability, the detailed research on the intra-urban firm 
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location in China is rare. However, there are some studies on the foreign firms’ 
location, most of which employ a qualitative approach. Besides the conventional 
wisdom of firm location, explanations of FDI firm location have resorted to the 
specific institutional context of the Chinese transitional economy. Leung (1993) 
attributed the uneven distribution of foreign firms at the national scale to the extensive 
use of pre-existing kinship ties. Eng and Lin (1996) further developed the argument 
by indicating the importance of the social network—both pre-existing and newly 
developed. The role of social connection is emphasized not only in terms of gaining 
market access, but also in the capacity to deal with the localized state apparatus. 
Hsing (1996) emphasized the “cultural” affinity between Taiwanese manufacturers 
and local government officials as well. These studies provide in-depth insights into 
the peculiar nature of FDI and local states. Since the “cultural” element is emphasized, 
the location of FDI seems dependent upon the bargaining process rather than other 
“spatial” factor and thus is largely uncertain. However, with the transition process to 
market economy, the regularity of FDI location at an intra-urban level might resemble 
that found in the cities with more market-oriented economy. 
2.5 Summary 
This chapter provides a fundamental discussion on the urban spatial restructuring and 
firm location behavior, which offers theoretical underpins and empirical approaches 
for the following research design and empirical analysis.  
According to the experiences of cities in developed countries, for the last century 
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population and employment have been dispersing within the cities, although the 
components and extents of the dispersal varied in different stages. Population firstly 
began to decentralize as the affluent look for larger housing lots in suburbs; 
manufacturing factories then began to move to the suburbs seeking larger scale plant 
flat; personal services followed their customers and began suburbanization; after that, 
producer services activities began to decentralize. However some services activities 
are concentrating in the emerging suburban centers in the meantime, which reflect that 
the subcenters have cultivated adequate agglomeration economies in competition with 
the CBD. The advancement of transportation, rising incomes and central cities’ 
problem contributed to the urban dispersal process, whilst the agglomeration 
economies contributed to the urban concentration. In addition, the globalization 
process is also observed to cast spatial imprints in urban spaces.  
Firm location behavior can be understood by the neoclassical approach and the 
institutional approach. The former usually takes a quantitative way to model the firm 
location, in which the factors of geographical heterogeneities and agglomeration 
economies are underscored; the latter usually employs the method of case study to 
illustrate the interaction process between relevant institutional actors in firm location 
decision-making, in which the relative bargaining power between the firm and other 





This chapter develops a conceptual framework which guides the rest of the thesis. The 
choice of study area, data collection and methods of analysis are discussed as well.  
3.1 Conceptual Framework 
The central hypothesis of this study is that the urban spatial restructuring in Shanghai 
reflected in the location of firms is shaped by factors that similar in many other cities 
and factors that are distinct in Shanghai’s stage of development and situation of 
transition. On the one hand, the sources of similarities are uniform human rationality 
(for instance, individual firms seek for more profits everywhere) and parallel market 
mechanisms which have been gradually established in Chinese cities. On the other 
hand, the dissimilarities come from Shanghai’s status as an “industrializing” and 
“globalizing” city as well as the city’s transitional economy in which both the legacies 
of the planned economy and the renewed state play important roles.  
The conceptual framework underpinning this study is shown in Figure 3-1. It is made 
up of four parts, each of which carries out a corresponding research objective 
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            Figure 3-1: Conceptual framework of the study 
The first part retrospects the changes in Shanghai’s institutional and economic 
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framework after 1978, aiming to establish the context to understand firms’ 
location-choice behavior. Dramatic and diverse changes have been taken place in 
Shanghai since the reform and openness policy was launched, among which 
marketization, tertiarization, globalization and suburbanization are most relevant to 
the location of firms. Marketization reform in the institutional framework has enabled 
firm make decisions (e.g. location-choice) on its own will rather than under 
government’s guidance. Meantime commodity market, labor market, and land 
property market have been gradually established in Shanghai, which further 
introduced the market mechanism into firm’s location-choice framework. 
Tertiarization in Shanghai’s economic structure is not only a concomitant of the city’s 
economic growth like what happened in other counties, but also the result of its 
transformation from a “production site” in the planned economy to a city with “both 
producing and living” functions1. The revitalization of services has direct effects on 
the composition of firms in terms of sectoral structure. The globalization process of 
Shanghai has invited a large amount of FDI and TNCs, which brought changes into 
the city’s economic structure as well as the composition of firms in terms of 
ownership structure. Suburbanization process was observed in Shanghai as well, 
which brought changes to the city’s spatial configuration where the firms are located.  
The second part explores the spatial distribution pattern of firms in Shanghai by 
GIS-mapping and statistics methods. The aim is to identify the location patterns of 
                                                        
1 The urban policy before 1978 was “producing firstly, living secondly” (xian sheng chan, hou sheng huo), which 
was adapted to “developing both producing and living functions” (ji yao shengchan ,ye yao sheng huo) after the 
reform and open (Liu, 2004). 
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firms in different economic sectors and by different ownership types. The theoretical 
underpinning of this part is the theories of urban spatial structure. Two central 
hypotheses are that 1) firms in different economic sectors display different tendency 
for concentration/dispersal, which is related to the sector’s characteristics; 2) TNCs 
show different spatial pattern from domestic firms, although the degree of 
dissimilarity varies across economic sectors.  
The third part assesses location determinants of the spatial distribution pattern of 
firms by a multivariate regression method. The theoretical underpinning is the 
neoclassical approach in firm location theories. Spatial patterns of the firms in three 
major economic sectoral groups (manufacturing, producer services, and personal 
services) and by two different ownership types (domestic and overseas) are explained 
by two groups of location determinants, i.e. geographical heterogeneities and 
agglomeration economies. Geographical heterogeneities refer to natural endowments 
such as proximity to physical infrastructure (airports, sea ports, highways, etc.), 
proximity to city center, proximity to labor market, etc., which are exogenous to the 
economy; agglomeration economies refers to the interaction between economic agents 
(firms) among themselves rather than the interaction between economic agents and 
the natural endowments (for details, refers to Section 2.3.1). It is hypothesized that 
firms in different sectors or by different ownerships would display varied preferences 




The fourth part investigates the interaction process behind the location pattern of 
firms by the case studies method. The theoretical underpinning is the institutional 
approach in firm location theories. The hypotheses related are that: 1) the general 
characteristics of a firm (e.g. sector, ownership) define the scope of potential 
location-choices, however the final location subjects to more specific characteristics 
of the firm (e.g. size, corporate strategy, or even manager preferences); 2) state-owned 
enterprise’s location-choice is dependent on government’s guidance, while TNC’s 
location-choice is distorted by government’s preferential policies; 3) the roles of state 
as both “invisible hand” and “visible hand” are pervasive in the processes of firms’ 
location-choice, especially for large firms.  
3.2 Choice of Study Area 
This study focused on the Shanghai Municipality, the largest city in China, because of 
the following reasons:  
1) China was chosen because of its representative as a developing country with rapid 
economic growth in recent years. The country is the largest developing country with 
about 20% population in the world. Since Deng Xiaoping launched the reform and 
openness policy in 1978, China has been catching up with the western developed 
countries. In terms of Purchasing Power Parity (PPP), China’ GDP was about one 
eighth of that of the United States and one third of Japan’s in 1978. While in 2001, 
China had grown into the world’s second largest economy in terms of PPP, with a 
national output about half of the United States and about 60 percent larger than 
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Japan’s (World Bank, 2002). The high-speed development in China makes notable 
contrast with the lagged development in Latin American countries, which inspired 
intensive scholarly interests in “China experiences”. It is even argued that the 
“Beijing Consensus” based on China’s experiences is replacing the “Washington 
Consensus” on the Western World’s experiences and is offering an alternative 
pathway for other developing countries (Joshua, 2004). 
2) The choice of Shanghai is not only because it is one of the largest and most 
advanced cities in China, but also due to the fact that it is amid the economic 
restructuring towards a more market-oriented, service-based and global-integrated 
economy, which is discussed in details in Chapter 4. As an ideal port, Shanghai is the 
gateway to the affluent Yangtze River (the name Shanghai means “on the sea”). 
Because of geographical advantages, it became the “greatest city and port in all Asia” 
in 1920s (Murphy, 1953). After 1949 the city was still one of most important 
industrial centers which contributed as much as one-sixth of the country’s revenue 
(Yeung, 1996). Today Shanghai has become the symbol of China’s rise as an 
important economic power in the global market. It’s thought that Shanghai will 
overtake Hong Kong as an industrial and financial capital within one or two decades 




Figure 3-2: The Shanghai Municipality (study area) 
Source: Shanghai Survey Academy, 2005b 
As shown in Figure 3-2, the chosen study area consists of eighteen urban districts 
(Huangpu, Changning, Yangpu, Zhabei, Putuo, Luwan, Jing’an, Baoshan, Xuhui, 
Hongkou, Minhang, Pudong, Jiading, Nanhui, Fengxian, Jinshan, Songjiang, Qingpu) 
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and one county (Chongming) in 2006. Based on socioeconomic status of the districts 
and county as well as the economic connections between them (Hu et al., 2000; Ning 
and Yan, 1995), the municipality are divided into four categories as shown in the 
figure: 1) inner city districts, which consists of the three historic districts Huangpu, 
Jing’an, Luwan; 2) inner city suburbs, which include 6 urbanized districts having 
closest link with inner city districts, i.e., Xuhui, Changning, Putuo, Zhabei, Hongkou, 
Yangpu; 3) outer suburbs, which includes Pudong, Baoshan, Minhang, Jiading; and 4) 
outskirt districts and county, i.e. Jinshan, Nanhui, Fengxian, Qingpu, Songjiang, 
Chongming. Meanwhile, the Inner Ring Road and Outer Ring Road, two most 
important highways in Shanghai, demarcate the municipal into three groups: area 
within the Inner Ring Road, area between the Inner Ring Road and Outer Ring Road, 
and area outside of the Outer Ring Road. 
Because the islands (i.e. the Chongming Island and two smaller islands in Baoshan 
District) are geographically separated from the mainland of Shanghai, they are 
excluded in the calculation of spatial statistics and in regression analysis. Nevertheless 
they are shown in the GIS mappings.  
3.3 Data Collection 
Five categories of data are collected for this study. The first-hand data include firm 
database of Shanghai, the shape files of postal districts and political boundaries in 
Shanghai, as well as field reconnaissance and interviews. The secondary data consist 
of the macroeconomic statistics and census statistics published by government (e.g. 
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population census, economic census data), as well as official documentations, archival 
records and unpublished reports.  
1) Firm database of Shanghai 
An authority holding comprehensive corporate data is the Shanghai Administration of 
Industry and Commerce (SHAIC). Under the Shanghai Municipal Government, the 
SHAIC is mainly responsible for firm registration and market supervision. Firms 
located in Shanghai have to register in the SHAIC so that they can officially start 
business. For the registration, they are required to furnish basic information such as 
the name, postal code, address, telephone number, sector, and ownership type. Besides, 
it is also required that firms participate in annual validation, in which their basic 
information is updated. The 2005 database maintained by SHAIC and used in this 
study lists all the 573,949 firms registered in Shanghai up to March, 2005. In the 
database, the types of industry are the 4-digit codes defined by National Statistical 
Bureaus. The first two digits are used to regroup the 1047 sub-categories into 88 
broad categories. In the following writing, sectors only refer to the primary sector, the 
secondary sector and the tertiary sector. Sub-sectors refer to the 88 broad categories 
after regrouping the 4-digit codes into 2-digit codes. Sectoral groups refer to main 
industrial groups consisting of sub-sectors, e.g. manufacturing group including the 
manufacturing sub-sectors, producer services group including the producer service 
sub-sectors, and personal services group including the personal service sub-sectors. 
Some limitations of the dataset include accuracy, firm size and time coverage. First, 
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because of the volatility in firms’ life span, there is no guarantee that the number is 
100-percent accurate. According to a published report of annual validation 2004 
(www.sgs.gov.cn, 2005), there should be 597,515 firms in the registration inventory at 
the end of 2004 but only 503,771, or 84.3% of them participated in the annual 
validation. In fact, there are firms established for only one project or one business deal, 
even for illegal activities. These firms would fade out from the list in a short time 
span and thus affect the accuracy of the registration inventory. Second, the dataset do 
no contain information on firm size, whether it is about employment size or capital 
size. It means that the big firms and small firms cannot be differentiated in the 
analysis. Third, the dataset provides corporate information at a specific point of time, 
which disallows us to examine the trend of changes in time only by this dataset. 
However, considering such a big number of the firms in Shanghai we accept these 
constraints in analysis.     
2) Shape files of postal districts and political boundaries in Shanghai 
The shape files which contain the boundary information of the political territories and 
postal districts are needed for spatial analysis. The basic analysis unit in this study is 
postal district. It is the finest geographic unit in various kinds of corporate data of 
Shanghai, by which more accurate location patterns of urban economic activities were 
expected to produce. The map of postal districts was digitized based on the latest 
Atlas of Shanghai Community, which was published by Shanghai Survey Academy in 




Figure 3-3: Postal districts in Shanghai (2005)  
Source: Shanghai Survey Academy, 2004a 
It is of note that the postal districts in Shanghai were not unchanged over time. For the 
convenience of administration, the postal districts basically coincide with the lowest 
level of jurisdictional unit, i.e. Jiedaoban in urban area, Village and Town in rural area. 
With the adjustment of the political units, often in the form of amalgamation, the 
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change of postal districts always implies a large area. The map of postal districts used 
in this study includes 242 units. The area ranges from 0.96 km2 to 108.2 km2, with the 
mean of 25.7 km2. Most of the smallest districts are in the inner city, while most of the 
largest ones were in the outskirt.  
3) Field reconnaissance 
Field reconnaissance was carried out from July to October, 2005. During the field 
work, a number of semi-structured interviews were conducted in the way of face to 
face (see Table 3-1). The interviewees included the officials from the Economic and 
Technological Development Zone (i.e. Hongqiao, Zhangjiang), officials from the 
Urban Planning Authority, professors of local and national universities (i.e. Beijing 
University, Normal University of Eastern China, Tongji University, and Shanghai 
Jiatong University), managers of selected firms (both domestic firms and overseas 
firms), real estate marketing consultants (i.e. Sofang and Jones Lang LaSalle), and 
professionals in planning firms and research institutes. For the in-depth case studies in 
Chapter 7, a series of more detailed and specific interviews with five mangers or 
workers in the firms, two property developers and one government official were 
conducted through email, MSN, and telephone from the September, 2006. 
The interviews contributed to 1) gain the preliminary local knowledge of Shanghai; 2) 
establish personal connections with local experts in order to collect first-hand data; 3) 
build up concrete case studies for understanding the interaction process in firm’s 
location decision-making.  
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Table 3-1: List of interviewees and data of the interviews 
Interviewee 
Name Position Company/Work Unit 
Date 
Mr. Zhou Yixing Professor Beijing University July 29, 2005 
Ms. Chen Yixing Planner China Academy of Urban Planning and 
Design (CAUPD) 
August 3, 2005 
Mr. Wang Yong Director Sofang Company August 5, 2005 
Mr. Gao Qing Official Shanghai Statistics Bureau  August 9, 2005 
Mr. Peng 
Zhenwei 
Professor Shanghai Tongji University August 12, 2005 





Shanghai Jiaotong University August 14, 2005 
Mr. Zhu Demao Director Hongqiao Economic and Technological 
Development Zone (ETDZ) 
August 20, 2005 
Mr. Ning 
Yueming 
Professor  Normal University of Eastern China August 21, 2005 
Mr. Zhou 
Chusheng 
Director Jinshan ETDZ August 22, 2005 
Mr. Li Bin Vice Manager Mengtai Consultancy company August 24, 2005 
Mr. Shi Feng Manager Eton Advertisement Company August 26, 2005; 
October, 2006 
Ms. Luo Minqing Planner RTKL Planning Company August 27, 2005 
Mr. Wang Wei Planner Tongji Planning Company August 28, 2005 
Mr. Zhao Jun Planner Lizuyuan Design Studio August 30, 2005 
Mr. Li Jian  Ph.D Candidate Normal University of Eastern China September 5, 2005
Mr. Wang Huan Consultant Jones Lang LaSalle September 14, 
2005; October, 
2006. 
Ms. Dong Qing Worker Shanghai Shen’an Textile Company September, 2006 
Ms. Wu Li Vice Manager Wacker Chemical Company October, 2006 





Zhangjiang High-tech Industrial Park October, 2006 
Mr. Cheng Zheng Executive 
manager 
Furong Center Developer Company October, 2006 
4) General socioeconomic statistics and census data 
General socioeconomic data of the county, districts, and development zones in 
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Shanghai are collected, including Gross Domestic Production, Foreign Direct 
Investment, population, exports and imports, etc. Most of the socioeconomic data are 
available in the statistic yearbook published by local authorities and are accessible for 
public. The population census data in 1990 and 2000 are reliable data to study 
demographic geography of Shanghai. Besides, the second economic census data 
which was published on the November of 2006 contains the information of firms 
across economic sub-sectors. 
5) Office documentations, archival records, and unpublished reports 
Official documentations of economic and urban development policies are collected, 
so are the Master Plans of Shanghai. They are supplemented with information 
collected from archival records and other published or unpublished reported, such as 
consultant reports, planning reports, activist publications, etc.   
Two limitation of the data collection are 1) lack of detailed employment data and 2) 
lack of first-hand detailed firm database delineating the location pattern/process of 
firms in Shanghai in early 1980s. Employment data would be as valuable to 
understand the urban spatial restructuring as the firm data. However, until 2004, the 
Shanghai Municipal Government conducted its First Economic Census, which was 
the only possible source for employment data at a fine scale (i.e. street office, 
jiedaoban). Although the employment data at district level were released in the 
November of 2006, the data at street office is still inaccessible. Given the condition, 
this study chooses to focus on the firm database as the location pattern/process of 
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firms is the research objective. Firm database in Shanghai in early 1980s is 
unavailable either, because the enterprise administration system was totally different 
at that time and the SHAIC did not hold a comprehensive database of the firms. To 
overcome the problem, a large amount of second-hand data was collected, most of 
which came from the existing researches by Chinese scholars in Shanghai.  
3.4 Methods of Analysis 
No single methodology predominates in urban analysis, for the complexities of urban 
life necessitate the adoption of a wide variety of approaches. Methodologically this 
study intends to combine two methods of knowing cities: “surveying” the city for 
abstract knowing and “walking” the city for experiential knowing (Ethington and 
Meeker, 2002). Specifically, the author surveys the Municipality by comprehensive 
first-hand and second-hand statistical data and walks it through intensive interviews 
and direct observations. The techniques employed in this study include GIS operation, 
spatial statistics, regression, and case studies. 
3.4.1 The GIS Operation 
Methodologically, this study employs a loose coupling approach for the GIS-based 
urban modeling (Sui, 2001). In fact, spatial data processing can not be handled 
without the aid of geographic information system (GIS). First of all the spatial 
alignment of datasets is needed because they are based on different coordinate system 
and geographical units. For instance, the firm inventory dataset is based on postal 
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districts, while the population data are on the basis of Street Office (jiedaoban). 
Furthermore, the information on other spatial factors (i.e. airport, highway, ETDZs, 
new town) is collected from different data sources which need to coordinate as well. 
Such spatial alignments are completed by using the tool Spatial Adjustment in 
ARCGIS 9.1, a GIS software package by the ESRI Company. 
Then other GIS techniques, including spatial registration, geocoding, area and 
distance calculating, are applied in this study through ARCGIS 9.1 and several plug-in 
packages from the website www.jennessent.com. The whole data processing includes 
four main procedures. First, spatial adjustment as previously introduced. Secondly, 
spatial registration is needed, which refers to creating and modifying the collected 
datasets including firm inventory, population, infrastructure (highway, airport, etc.) 
into a coordinated GIS database. Thirdly, the databases of firms and population are 
geocoded according to the zipcode and name of street office. The area of postal 
district and street office are also measured and the density of firms and population are 
calculated. Fourthly, distances are measured between the centroid points of postal 
districts and street office, between the points to polylines of highways in the nearest 
way. Without the aid of GIS, the measurement would be extremely tedious. These 
distances and areas are the basis for further spatial statistics and regression analysis. 
3.4.2 Measurements of Spatial Pattern 
As introduced in the definition of urban spatial structure (refers to Section 1.2), there 
are many perspectives to look at the spatial pattern (e.g. land, population, employment, 
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and firms). Although the spatial pattern of firms may be different from the spatial 
pattern of employment which is more reported in other studies, the pattern of firms is 
as an effective index to represent the spatial distribution of economic activities within 
the cities as the pattern of employment. No research claims which measure is better, 
just like it is unclear whether the 10 large firms with more employment in a location 
indicate greater intensity of economic activities than 100 smaller firms with less 
employment. Besides, intuitively there exists high correlation between the firm 
density distribution and employment density distribution, especially within the same 
industrial sector. Therefore, considering the research objective and the constraints of 
data collection as well, this study chooses to focus on the spatial pattern of firms. 
In describing spatial distribution pattern of firms in Shanghai, three methods used in 
this study are density gradient, the Moran’s I Index and the index of dissimilarity, in 
which the density gradient is the focus.  
Density gradient 
There are many measurements used in examining the urban spatial structure as well. 
Among them the most popular one is density gradient that measures the degree of 
concentration (Anas, 1998, also see Section 2.2.1). As the integrating theme of this 
study is concentration-dispersal that is reflected in the urbanization and (new) 
suburbanization of various types of firms within the cities (refers to Section 2.2), the 
density gradient that perfectly gauges the degree of concentration is deployed in this 
study as the major measurement.  
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The negative exponential function is usually employed to calculate the density 
gradient, which is justified in much literature on land value (DiPasquale and Wheaton, 
1996), population distribution (Clark, 1951; McDonald, 1989; Wang and Zhou, 2000), 
and employment distribution (Glaeser and Kahn, 2000).  
The function is )exp(bXaYx = , where Yx is the firm (or population) density in 
location at distance X from the city center; a and b are the parameters to be estimated 
in the respective models. b is the proportional rate at which firm (or population) 
density falls with distance from the center and known as the density gradient.  
Moran’s I Index 
The Moran’s I index is employed to identify the clusters of firms. A positive Moran’s I 
means that adjacent units have similar values of a variable, and thus the occurring of 
spatial concentration, while negative spatial autocorrelation can be interpreted as 
spatial dispersion (Longley et al. 2001).  









































1),( =jiW , if the spatial unit i and j are contiguous, and  
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0),( =jiW , if the spatial unit i and j are not contiguous.  
where xi is the value of variable in the unit i.  
At the local level, spatial autocorrelation is measured by the local Moran’s index. One 
of the local indicators of spatial autocorrelation (LISA) is developed by Anselin 
(1995). LISA is used to detect the local spatial concentration in the study area.  



























1),( =jiW , if the spatial unit i and j are contiguous, and  
0),( =jiW , if the spatial unit i and j are not contiguous.  
where xi is the value of variable in the unit i.  
where zi is the standardized form of x. The sum of all the local Moran’s indices is 
equal to the global Moran’s index.  
The LISA cluster map is plotted in two steps. The first is to identify the significant 
local Moran’s I. Conditional permutation procedure is used to test the significance of 
the local Moran’s I against a null hypothesis of no spatial autocorrelation (Anselin 
2003, 16-18). Technically the result is sensitive to the number of permutations and 
significance level selected. We use the 999 permutations and the significance level is 
set as 5%. The second is to group the postal districts with significant LISA into four 
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categories. This is done by position each significant spatial unit into one of the four 
quadrants of Moran scatter plot. The scatter plot takes the spatially lagged value (the 
sum of spatial weights multiplied by the values of neighboring districts) on the 
vertical axis and the original value on the horizontal axis. All the values are 
standardized for better categorization. The top right quadrant contains the high–high 
postal districts which refer to a high-density postal district showing significant 
(positive) spatial autocorrelations with its neighboring high-density postal districts; 
the bottom left quadrant contains the low–low districts which refers to a low-density 
district showing significant (positive) spatial autocorrelations with its neighboring 
low-density districts; the top left quadrant contains the low–high districts which refers 
to a low-density district showing significant (negative) spatial  autocorrelations  with 
its neighboring high-density districts; and the bottom right quadrant contains 
high–low districts which refers to a high-density district showing significant (negative) 
spatial autocorrelations with its neighboring low-density districts.  
Index of dissimilarity 
The index of dissimilarity is the most popular measurement in segregation studies, 
especially in social segregation. Basically it measures the unevenness with two groups 
which are distributed across the component geographic areas in a larger area. A larger 
index score refers to more unevenness, or more dissimilarity. The basic formula for 















where ai and bi are the amount of group a and b (e.g. the domestic firms and overseas 
firms) in the geographic unit i (e.g. postal district); A and B are total amount of the 
two groups in the large geographic entity for which the index of dissimilarity is being 
calculated (e.g. the Shanghai Municipality). However, the simple index of 
dissimilarity does not reflect spatial attributes of the geographic units as they are 
treated as non-spatial entity. Thus much effort has been taken in order to incorporate 
spatial information (e.g. contiguity, length, shape, area) (see the review by Wong, 
1993). After several modifications, a new index of dissimilarity is proposed by Wong 




















where dij is the length of the common boundary of area unit i and j; Zi is the 
proportion of the smaller group (e.g. the overseas firms) in unit i; Pi and Ai are the 
perimeter and area of unit i. 
3.4.3 Multivariate Linear Regressions 
Regression analysis is the most used method to investigate relationships between 
variables and determine the magnitude of those relationships. Linear regression 
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assumes the best estimate of the relationships is a linear function of some parameters, 
although not necessarily linear on the variables. And multivariate linear regression is a 
statistical method for modeling the relationships between two or more selected 
variables using a linear equation. More details on each regression are introduced in 
the empirical sections, such as the definitions of dependent variables, independent 
variables, results of collinearity test, t-test and R-square.  
3.4.4 Case Studies 
Case study is an important approach for social studies (Yin, 2003). Firstly, it serves as 
an example to represent similar stories and a concrete test of propositions informed by 
existing theories. Secondly, case study observes a real story in all aspects and reveals 
the complex interaction process between relevant actors in the story, which help us 
gain in-depth insights from the observed phenomena. In the literature, case study has 
been widely adopted in the institutional analysis of firm location and been proved its 
value in finding facts and advancing theories.  
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CHPATER FOUR  
Firms in Transitional Shanghai 
4.1 Introduction 
This chapter reviews the development of firms with Shanghai’s rapid transformation 
after 1978, aiming to provide the context for understanding a spatial distribution 
pattern of the firms. The chapter emphasizes four dimensions: 1) institutional context 
in terms of power decentralization and marketization reform, which makes firms do 
location-choice by themselves instead of by government; 2) sectoral context in terms 
of tertiarization, which reveals the revitalization of services in Shanghai; 3) ownership 
structure which has been changed by the globalization and the entering of TNCs; and 
4) spatial context for firms’ location-choice, which includes the expansion of urban 
build-up area and the suburbanization of population and industries in Shanghai. 
4.2 Marketization in Shanghai: Institutional Context 
4.2.1 Power Decentralization 
By 1978 Shanghai’s government had played a very limited role in the city’s 
development as China had maintained a highly centralized political regime. The 
central state controlled not only the administrative power over local states, but also 
controlled all important aspects of the economy, from production, circulation, 
CHAPTER FOUR 
 81
distribution to consumption. In the highly centralized political regime, local states 
played a rather passive role (Wang, 1988) and lacked of incentives to seek 
development, leading to economic inefficiency and slow economic development.  
After 1978, China started to reform the administrative and fiscal relationships 
between central and local governments. More administrative autonomy power was 
granted to local governments, such as power of price control, power of payroll 
adjustment, power of examination and approval of fixed asset investment projects, 
power of foreign trade and exchange administration, etc. The power decentralization 
has unleashed the local state’s initiatives for development.  
In the previous centralized political regime, Shanghai carried a heavy fiscal burden 
and served as “cash cow” for the central government (Ho and Tsui, 1996). The 
contribution from Shanghai accounted for as much as one-sixth of the state’s revenue 
(Yeung, 1996). Between 1949 and 1983, as much as 87 per cent of Shanghai’s 
revenue had to submit to the central government. The remainder barely supported the 
municipal government’s daily operation, leaving little for further investment on urban 
development. 
In 1988, the Shanghai municipal managed to achieve greater fiscal autonomy through 
hard lobbying. In the year the central government and Shanghai struck an agreement 
that the municipal could have the autonomy power on its surplus revenue and 
expenditure after submitting baseline revenue (10.5 billion yuan) to the central. After 
that the municipal government was capable to mobilize capital and put it into urban 
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development. Six years later, on January 1st of 1994, the central government officially 
launched a tax-sharing system (fen shui zhi) between the central state and local states. 
The new fiscal system set up a formal and fixed regulation by defining a clear 
boundary between national and local taxes. Expenditure was also divided according to 
administrative responsibilities. Under the tax-sharing system, Shanghai had its 
independent tax resources and clearly identifiable expenditure responsibilities, which 
gave it more impetus to seek economic development (Cheung, 1996).  
The power decentralization not only played a positive role in providing fiscal 
incentives for economic development, but also loaded more responsibilities of 
economic development to the Municipal Government. In response, the Municipal 
Government implemented similar fiscal contracts with its districts and county within 
the jurisdiction. As such, the municipal and the lower-level states have gradually 
evolved as local developmental states, which is clearly reflected in their active efforts 
of pro-development (Zhu, 1999b).  
In Shanghai, besides the municipal government, the district/county and 
township/street-office governments play a key role in the city’s development. Their 
roles are clearly defined in Shanghai’s urban governance framework, the so-called 
“two levels of government and three tiers of management” (er ji zhengfu, san ji 
guanli). The two levels of government refer to the municipal and district governments 
and the three tiers of management refer to the two levels of government plus the third 
layer of street office (jiedaoban). The framework ensures the municipal government 
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and the district/county governments play leading roles in urban development process, 
and the two level governments plus the lower-level, i.e. street office, are responsible 
for urban daily management (Shanghai Almanac of Urban Planning, 1998). In the 
framework, the district governments have gained a whole array of administrative 
powers and management duties ranging from planning, maintenance of public works, 
approval of development projects, to industrial administration (Yeh and Wu, 1999). 
Meanwhile, the interests of governments are not uniform in the city’s development. In 
urban redevelopment, for instance, district governments are more concerned with 
relocation costs, economic output and intensifying the land use, while municipal 
government are concerned  for traffic congestion at the city level and wish to reduce 
much intensification (Fu and Somerville, 2001). Under such a governance framework, 
all the municipal, district/county, street office/township/village governments influence 
on firm’s behavior, including firm’s locational behavior within their jurisdictions. 
4.2.2 Marketization Reform 
Along with the decentralization of political power from the central state to local states, 
the command and control power in the economic system was devolved from state to 
market as well. The relationship between government and firm has been 
fundamentally changed, as firms make decisions in responses to market mechanism 
rather than to government guidance.  
A landmark event in marketization reforms was the “the decision on the reform of 
economic structure” passed by the central government on the October of 1984, which 
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shifted the emphasis of economic reform from rural area to urban area, from 
agricultural farmers to firms in the secondary and tertiary sectors. In the decision, the 
state-owned enterprise (SOEs) was granted more autonomy by separating the function 
of government and enterprises (zheng qi fen kai). The enterprise contract 
responsibility system, which allowed the managers and workers’ wage flexible and 
linked to the enterprise’s profit, was introduced to replace the previous system in 
which the state held all profits, costs and responsibilities for SOEs. Meanwhile, the 
market mechanism was introduced to allocate resources to some extent as commodity 
prices began to be deregulated. In response to the central government’s decision, the 
Shanghai Municipal Government adopted a four-set police (si pei tao) of 
marketization reform. They were to 1) expand the autonomy of enterprises; 2) 
establish a chief-officer responsibility system; 3) abolish the limits on bonus for 
employees; and 4) to allow the wage of employees hooked with economic yield of the 
enterprise (Shanghai Almanac of CCP, 1998). In 1995, the central government further 
initiated the “modern enterprise system”. It aimed to transform the SOEs into modern 
corporations by a clear definition of ownership and establishment of efficient 
corporate governance structure. 
The reforms of the enterprise system were not only focused on SOEs, but also on 
non-state firms (Ming and Zhang, 1999; Yang and Xia, 2001). Although state 
ownership is still the main composition in Shanghai’s economy, the non-state sectors 
are growing. The composition of state sectors in Shanghai’s GDP kept decreasing 
from 1978 to 2005. In 1978 the state sectors contributed 99.0% to Shanghai’s GDP; in 
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1990, the state sectors still dominated Shanghai’s economy by a proportion of 95.4%; 
while in 2005, the state sectors’ proportion was 57.6%. For non-state sectors, the 
proportion in Shanghai’s GDP increased from only 1.0% in 1978 to 42.4% in 2005 
(SHSB, 2006). It is clear that state sector no longer dominates Shanghai’s economy.  
Another striking illustration of the rise of non-state sectors is the proportional changes 
in total investment in fixed capital. As clearly shown in Figure 4-1, the share of state 
investment in fixed capital continually decreased from 1993 to 2005. In 1993, the 
share of state investment was about two-thirds, leaving a one third share for foreign 
investment and domestic private investment; in 2005, the proportion of state 
investment, foreign investment and domestic private investment was almost equally 
one third. In the composition pattern, foreign investment increased markedly from 8% 
in 1993 to one third in 2005.  




















Figure 4-1: Composition pattern of Shanghai’s fixed capital investment 
(1993-2005)  
Source: SHSB, 1991, 2001, 2006 
The relationship between government and firm has been fundamentally changed, and 
the markets which allow the commodity, labor, capital, technology, land and property 
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be traded and exchanged have been gradually established (Han, 2000). Land and 
property markets which have direct effects on location behavior began to evolve in 
early 1980s, when the land tenure system was conceived by the central government 
and then introduced in selected cities including Shanghai (Fu, et al., 1999; Zhu, 
1999a). In the city, the Municipal Government collected the first land-user fee in 1986 
and opened China’s first international bidding in 1998. Until the 1990s, the land 
market in Shanghai was well established where land use rights were separated from 
ownership rights and became tradable by private contract, negotiation or auction. In 
1991, the Municipal Government began the housing reform which abolished previous 
free housing allocation system and pushed urban residents to the housing market. In 
this line, other property markets including commercial property market, office 
property market, manufacturing property market have been gradually established 
which provides the similar economic framework in Shanghai with that in western 
cities with regards to firm location behavior.  
4.3 Tertiarization in Shanghai: Sectoral Context 
4.3.1 Economic Restructuring in Shanghai 
After the reform and open policies of 1978, a remarkable economic restructuring has 
taken place in Shanghai as the tertiary sector, or services, became increasingly 
important in the city’s economy. This process of tertiarization between 1978 and 2005 
is clearly shown in Table 4-1, which reports the sectoral contribution to GDP in 
Shanghai during the period. The share of the primary sector in GDP dropped from 
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4.0% in 1978 to 0.9% in 2005, while the share of the secondary sector also decreased 
from 77.4% to 48.6%. In contrast, the share of the tertiary sector increased from 
18.6% to 50.5%, which now form the most significant part in Shanghai’s economy. 
The details of the three sectors’ development are discussed in the following.  
Table 4-1: Shares of the primary, the secondary, and the tertiary sectors in Shanghai’s 
GDP (1978-2005) 
 GDP  The primary  The secondary The tertiary 
 Billion RMB % Billion RMB % Billion RMB % Billion RMB %
1978 27.28 100 1.10 4.0 21.11 77.4  5.08 18.6 
1980 31.19 100 1.01 3.2 23.61 75.7  6.57 21.1 
1985 46.68 100 1.95 4.2 32.56 69.8  12.16 26.0 
1990 78.17 100 3.42 4.4 50.56 64.7  24.18 30.9 
1995 249.94 100 5.98 2.4 141.94 56.8  102.02 40.8 
2000 477.12 100 7.67 1.6 220.76 46.3  248.69 52.1 
2005 915.42 100 8.03 0.9 445.29 48.6  462.09 50.5 
Source: SHSB, 1996, 2006 
As reported in Table 4-1, the share of primary sector in Shanghai’s economy was 
small and dropped dramatically in the 27 years. Actually due to the expansion of 
urban build-up area, a large amount of agricultural land was converted for 
manufacturing, commercial or residential use. During the period from 1978 to 2005, 
the agrarian land in Shanghai decreased 34.1% from 3601 sq kilometers to 2373 sq 
kilometers. Although the added value of primary sector in Shanghai in 2005 was 
RMB 8.03 billion, about 8 times of that in 1978, its share in GDP was less than 1 
percent. As the primary sector is such a tiny part in Shanghai’s economy, less attention 
is paid to it in the following analysis.  
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Table 4-2: Gross output value, gross sales value, gross capital, gross profits and gross 
taxation of the six pillar manufacturing industries in 2004 (in RMB billion yuan) 
Source: SHSB, 2006 
During 1978-2005, the share of the secondary sector in Shanghai’s economy 
decreased from 74.4% to 45.7% in 2002 then returned to 48.6% in 2005 (see Table 
4-1). In 2005, added value of the secondary sector was RMB 445.3 billion yuan, 
which was 21.1 times of that in 1978. The average annual growth rate was 12.0%. 
Meantime the traditional labor-intensive pillar industries in Shanghai (i.e. textile, 
clothes, etc.) were replaced by more capital and technology intensive industries. The 
examples are the new six pillar industries in the secondary sector: automobile 
manufacturing, electronics and communication equipment, equipment manufacturing, 
petroleum refining and chemical product manufacturing, iron and steel industry, and 
bio-medicine industry. In 2004, the output value of the six industries was RMB 832.4 













316.5 313.7 259.1 12.2 3.2 
Automobile 
manufacturing 
125.0 124.4 113.6 20.0 8.0 
Petroleum refining and 
chemical product 
manufacturing 
136.9 135.8 115.3 10.0 7.0 
Iron and steel industry 105.8 106.4 120.4 16.7 5.6 
Equipment 
manufacturing 
124.8 122.0 162.9 7.8 3.2 
Bio-medicine industry 23.4 22.9 33.2 1.9 1.3 
Proportion in the 
Shanghai Municipality 
64.6 64.6 58.8 68.4 52.4 
Total 832.4 825.1 804.3 68.7 28.2 
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billion yuan, accounting for 64.6 % of the total value of the secondary sector in 
Shanghai; the number of employees in the industries was 953,600, which accounts for 
39.9% of that in Shanghai municipality. Furthermore, these industries contributed 
52.4% revenue for the municipal (see Table 4-2). 
From 1978 to 2005, share of the tertiary sector in the GDP increased from 18.6% to 
52.9% in 2002 then decreased to 50.5% in 2005 (see Table 4-1). In 2005, added value 
of the sector was RMB 462.1 billion, which was 91.0 times of that in 1978. The 
average annual growth rate was 18.2%. On the October of 1992, the General 
Secretary of China Communist Party (CCP) Jiang Zemin, former mayor of Shanghai, 
declared central government’s decision to “make Shanghai the international center of 
economy, finance, and trade as soon as possible” on the 14th National Plenum of CCP. 
Based on the decision, the municipal government made up the policy of “strongly 
promoting the tertiary sector, actively adjusting the secondary sector, stably 
developing the primary sector”. The policy was denoted in short as “tertiary, 
secondary, primary (san er yi)”, which lent strong support for development of the 
tertiary sector in Shanghai. In 1992, the investment in fixed assets of the tertiary 
sector was RMB 14 billion yuan, increasing 55.3% of the previous year. It was the 
first time in Shanghai that the investment in the tertiary sector exceeded the 
investment in the secondary sector. While in 2005, the investment in fixed assets of 
the tertiary sector was 245.5 billion yuan, about 2.3 times of that in the secondary 
sector (SHSB, 2006).  
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4.3.2 The Development of Services in Shanghai 
In the planned economy regime, the government decided everything of importance 
including production, distribution, and allocation, which reduced the need for service 
firms. In Shanghai, the secondary sector increased its contribution to GDP from 
52.4% to 77.4% in the period 1952-1978, while the tertiary sector dropped from 
41.7% in 18.6% during the same period. The state of producer services was even 
worse. For instance, non-state-owned banks and other private financial institutions 
were banned. The overall finance and insurance industry withered greatly. As such, 
the fixed capital value of finance and insurance in Shanghai during 1952 to 1978 was 
too little to “be reflected in the statistics” (Gao and Luo, 2004).  

















Tertiary  24.18 100 102.02 100 248.69 100 462.09 100 
Transportation 5.53 23 10.95 11 17.23 7 32.49 9 
Commercial 4.75 20 19.86 20 43.14 19 60.92 17 
Financial 7.11 29 24.55 25 68.50 30 74.17 21 
Real estate 0.38 2 9.13 9 25.17 11 62.26 17 
Source: SHSB 1996, 2006 
Although the tertiary sector experienced high-speed development after 1978 as 
previously discussed, some traditional sub-sectors developed in a relatively slow pace 
and occupied lesser proportion in the tertiary sector and were replaced by emerging 
modern producer services. The former includes transportation (dropped from 23% to 
9% from 1990 to 2005) and commercial sector (dropped from 20% to 17% in the 
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same period) and the latter consists of finance and real estate (see Table 4-3). 
Given their newness in Shanghai’s economy and their importance in modern economy 
(Daniel, 1993), producer services deserve further discussion. However, because they 
are new, there is no comprehensive data to reveal the development of all producer 
services. The finance, insurance and real estate (FIRE) are the focus here.  
Although the financial experts had proposed to regain Shanghai’s position as 
“international financial center”, the substantial development of finance and insurance 
in Shanghai came after the central government’s policy of Pudong Grand 
Development in 1990. A landmark development was the establishment of Shanghai 
Stock Exchange on the December of 1990. Meantime, Lujiazui Finance and Trade 
Development Zone was set up in Pudong by the central government, which was the 
only national level development zone entitled with “finance and trade”. At the end of 
1990, the employment in Shanghai’s finance and insurance was 36,200, accounting 
for 0.47% of the total employment in Shanghai (SHSB, 1991). 1n 2005, the 
employment in the finance and insurance was 182,400, accounting for 2.11% of the 
total employment (SHSB, 2006). The absolute size of the employment increased 5 
times and its proportion in the total employment increased 4.5 times in the 15 years. 
Besides, the output value of finance and insurance was RMB 67.5 billion yuan, 
accounting for 7.37% of Shanghai’s GDP in 2005 (SHSB, 1991, 2006).  
The development of real estate sector could not be realized without the urban land-use 
reform and housing reform. In 1985, the output value of real estate sector only 
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accounted for a mere 0.12% of Shanghai’s GDP (SHSB, 1986). In order to attract 
foreign investment, Shanghai’s government enacted “the regulation on land use of 
Chinese-foreign joint-ventures in Shanghai” on the October of 1986, which set up the 
legal foundation for land-use right trade and transfer. Foreign investment and 
non-state investment started to flow into Shanghai’s real estate market. The output 
value of the real estate sector in Shanghai jumped from RMB 58 million yuan to 375 
million during 1985 to 1990 (SHSB, 1991). Another leapfrog development of real 
estate came after 1991, when Shanghai government enacted “the implementation 
scheme of housing reform in Shanghai”. As the “regulation” in 1986 released the 
supply forces, the “scheme” in 1991 generated great demand forces (Shanghai 
Almanac of Real Estate, 1998). As the result, the output value of real estate sector 
increased 24 times from 1990 to 1995 (SHSB, 1996). And its share in Shanghai’s 
GDP increased from 0.48% to 3.65% in the five years. With further development, the 
output value of real estate sector in Shanghai was RMB 67,612 million yuan, 
accounting for 7.39% of Shanghai’s GDP (SHSB, 2006). It became an important 
composition in Shanghai’s economy rather than the nothing in 20 years before.  
4.4 Globalization in Shanghai: Ownership Context 
Today Shanghai has been re-integrated into the world economy and been transformed 
towards a world city (Yusuf and Wu, 2002). Significant consequences of the 
globalization in Shanghai’s economy are the flowed inward FDI and the growth of 
import/export trade. These development have fundamentally changed the landscape of 
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firms in Shanghai, especially in terms of ownership structure. 
4.4.1 FDI and International Trade 
Shown as Figure 4-2, FDI flowing into the Shanghai Municipality increased from US 
$ 3.0 million in 1981 to US $ 6.9 billion in 2005. To the end of 2005, the accumulated 
utilized FDI was US $ 59.7 billion. The growth of FDI in Shanghai can be divided 
into three stages: 1981-1990, 1991-1997, and 1997-2005.  




















Figure 4-2: Increasing FDI in Shanghai (1981 – 2004) 
Source: SHSB, 1985, 1990, 2005 
1) The first stage, from 1981 to 1990, was the start-up period for Shanghai’s opening 
up. Although the first foreign firm in Shanghai was established in 1981, the FDI that 
flowed into Shanghai was very little during the following 4 years, the sum of which 
was only US$45 million. Only after 1984, when Shanghai was authorized as one of 
the coastal open up cities (yanhai kaifang chengshi), the FDI in Shanghai started to 
increase. In 1987, 88 and 89, the FDI in Shanghai exceeded US$ 200, 300, 400 
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million respectively. However, due to the Tian’anmen Incident and the following 
sanctions from western countries in 1989, FDI in Shanghai fell into a sharp decline in 
the following year.  
2) The second stage started in 1990 to 1997. During this period, because of the 
Pudong Grand Development and further support from the central government, FDI in 
Shanghai increased at an unprecedented high speed. From 1994, FDI exceeded US$ 3 
billion in Shanghai, and reached US$ 4.8 billion in 1997, the year when the Asian 
Financial Crisis happened.  
3) The third stage started in 1998 and continues. In the following two years, the 
negative influences of the crisis appeared as FDI in Shanghai dropped back into US$ 
3 billion. However, with the strong economic growth and the re-entry into WTO, FDI 
in Shanghai resumed a rapid increase in 2000. In 2005, FDI in Shanghai reached US$ 
6.8 billion, increased by 38.7 times of that in fifth years before.  
Table 4-4 reports the total value of import and export in Shanghai from 1978-2005. In 
these 27 years, the value increased almost 62 times from 3.0 billion to 186.4 billion, 
while the total value of import increased from nearly zero (0.1) to 95.6 billion and the 
total value of export increased from 2.9 billion to 90.7 billion. Meantime, the ratio of 
total value of import and export in GDP increased from 19.1% to 166.8%. From 2002, 
the total value of import and export exceeded GDP in Shanghai. In 2005, the ratio of 
total value of export in GDP increased to 81.2%, which was only 18.2% in 1978. As 
indicated by these high ratios, the importance of import and export to Shanghai’s 
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economy is evident. No doubt, Shanghai is deeply integrated into the world economy 
today. 
Table 4-4: Total value of import and export in Shanghai (1990-2004) 
Year The total value of 
import and export 
(US billion) 
The total value 
of import 
(US billion) 
The total value 
of export 
(US billion) 
The ratio of 
import and export 
in GDP（%） 
The ratio of 
export in GDP
（%） 
1978 3.0 0.1 2.9 19.1 18.2
1980 4.5 0.2 4.3 21.5 20.4
1985 5.2 1.8 3.4 35.5 23.0
1990 7.4 2.1 5.3 47.0 33.6
1995 19.0 7.4 11.6 63.6 38.7
2000 54.7 29.4 25.4 94.9 44.0
2005 186.4 95.6 90.7 166.8 81.2
Source: SHSB 1995, 2005 
4.4.2 The Pattern of TNCs in Economic Sectors 
The pattern of TNCs in Shanghai’s economic sectors is examined from the two 
dimensions: FDI and international trade as well.  
In Shanghai, the FDI was almost equally distributed in the secondary and the tertiary 
sectors, while only very little flowing into the primary sector. Up to the end of 1996, 
the total utilized FDI in the secondary sector accounts on 52%, while that in the 
tertiary sector accounts on 47%. In 2004, the value of FDI in the secondary sector was 
US$ 3.6 billion, accounting on 55% of the total value of FDI in Shanghai at that year.  
Table 4-5 reports the share of oversea firms’ output value in total gross industrial 
output value from 1992 to 2001. Clearly shown in the table, the overseas firms have 
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gained increasingly important position in the sector. In 1992, the industrial output 
value of overseas firms only accounted for 11% of the gross industrial output value in 
Shanghai; while in 2001, the value of overseas firms accounted for 52% of the gross 
value. In other word, more than half of the manufacturing output value made in 
Shanghai was actually produced in the overseas firms located in Shanghai. 
Table 4-5: Output value of foreign firms in the secondary sector (1992–2001) 
In the others Year Gross industrial 
output value 
State-owned 




Overseas firms Joint-stock firms  
1992 2429.96 1389.80 455.52 584.63 267.97 97.01 
1993 3327.04 1629.66 608.35 1089.03 472.99 304.10 
1994 4255.19 1802.91 792.16 1660.12 915.24 390.45 
1995 4547.47 1692.35 782.70 2072.42 1296.21 357.75 
1996 5126.22 1678.62 916.75 2530.85 1733.36 349.88 
1997 5649.93 1641.10 983.32 3025.51 2118.87 388.41 
1998 5763.67 1497.60 915.28 3506.47 2597.86 405.73 
1999 6213.24 1450.36 787.96 3974.92 2868.06 428.58 
2000 6968.18 1215.48 737.65 5015.05 3492.17 815.42 
2001 7656.96 1085.10 675.84 5896.02 3962.99 902.50 
Source: SHSB, 2002 
Table 4-6 indicates the roles of overseas firms in different sub-sectors of the 
secondary sector. For the 27 main manufacturing sub-sectors in terms of output value, 
in 23 sub-sectors overseas firms accounted for more than one third of total output 
value, and in 17 sub-sectors the overseas firms accounted for more than a half. The 17 
sub-sectors include electronic& communication equipment and transportation 
equipment, which are the two most important pillar industries in Shanghai as they 
contributed one quarter of the city’s manufacturing output value. In the two sectors, 
overseas firms contributed 91.6% and 75.2 % respectively. The rest four sectors 
received least FDI were ferrous metal processing, petroleum processing, tobacco 
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processing, and electricity& stream supply, which are strictly controlled by 
government for security reasons.  
Table 4-6: Output value of all firms and output value of overseas firms in the 
manufacturing sub-sectors (2000) 
The total output value in Shanghai The output value of overseas firms Sector 
Output value 
(RMB billion) 





Electronic& telecommunications equipment 78.1 1 7.1 91.6 1 
Transportation equipment 75.5 2 5.7 75.2 5 
Ferrous metal processing 58.6 3 3.8 6.6 24 
Electrical equipment manufacturing 42.7 4 2.5 60.0 13 
Raw chemical materials 41.5 5 2.4 58.5 15 
Ordinary machinery manufacturing 31.5 6 1.9 59.5 14 
Metal products 26.2 7 1.6 62.0 12 
Chemical fiber 23.5 8 2.1 91.5 2 
Textile industry 22.8 9 9.4 41.4 20 
Apparel 20.3 10 14.4 71.4 7 
Petroleum processing 20.1 11 0.5 2.4 26 
Electricity& stream supply 19.2 12 0.1 0.7 27 
Special equipment manufacturing 15.2 13 6.5 42.9 18 
Plastic products 13.6 14 9.7 71.0 8 
Pharmaceutical products 12.7 15 5.1 40.0 22 
Non-metal products 12.7 16 7.0 55.4 17 
Food manufacturing 10.9 17 8.6 78.9 3 
Cultural and sports goods 9.9 18 7.4 75.1 6 
Nonferrous metal processing 8.9 19 3.3 37.2 23 
Tobacco processing 8.5 20 2.5 2.9 25 
Timber& bamboo processing 7.9 21 3.4 42.7 19 
Food processing 7.7 22 4.4 57.1 16 
Papermaking and products 6.5 23 4.2 65.0 11 
Rubber products 6.1 24 4.3 71.0 9 
Printing 6.0 25 2.4 40.9 21 
Leather, furs and related 5.1 26 4.0 78.4 4 
Furniture manufacturing 2.4 27 1.7 70.4 10 
Source: Ning, 2004 
Note: The table only contains the sectors with output value larger than 1 billion. 
Since the early 1990s, FDI has also been actively participated in the tertiary sector 
development of Shanghai, as a series of deregulation policies were passed by the 
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central and the municipal government. For instance, foreign financial and insurance 
firms were allowed to locate in Shanghai and operate RMB business only there by the 
central government in 1990. The preferential policies gave Shanghai great advantage 
in its competition with other cities (for instance, Beijing, Tianjin, and Shenzhen) for 
the financial center of China. Besides, FDI also alters the traditional face of the city’s 
personal services, such as cuisine markets, retail stores and leisure lifestyle. 
McDonalds and KFC, for instance, are easily found in Shanghai downtown area. In 
2005, the regional headquarter of McDonalds was moved from Hong Kong to 
Shanghai as “a strategic movement in responses to the rapidly expanding market in 
China” (www.xinhuanet.com, accessed on 22-02-2006). Xintiandi, an urban renewal 
project developed by Hong Kong developer, is an icon of modern life style in urban 
China, which has many foreign bars, coffee shops and restaurants. It represents a 
departure from a producer city to consumer city in Shanghai. The project so 
successful and influential that, according to an interview with local official, 
Shanghai’s prosperity in 21 century would rely on Xintiandi, just like in 1980s relied 
on Hongqiao and in 1990s relied on Pudong (80 niandai kan Hongqiao, 90 niandai 
kan Pudong, xiage shiji kan Xintiandi). 
Moreover, as indicated in Table 4-7, foreign firms played an increasingly important 
role in Shanghai’s export. In 1990, domestic firms dominated Shanghai’s export, 
which accounts for 94.4% of the total value of export. 14 years later the share of 
overseas firms in total export value increased from 5.6% in 1990 to 67.3% in 2004. In 
terms of trade mode, the normal mode accounts for 54.6% in 1990 while the 
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processing mode accounts for 58.2% in 2004. The processing mode refers to that 
firms process intermediate goods imported from foreign countries, assemble the final 
goods, and export to foreign market. The main motivation of the mode for overseas 
firms is to exploit the cheap labor force, or the “labor resource endowment”, in 
Shanghai.  
Table 4-7: Ownership structure and trade mode structure of export in Shanghai (1990 
–2004) 
 1990 Proportion 2000 Proportion 2003 Proportion 2004 Proportion 
Export value  
(US billion) 
5.3 100% 25.4 100 48.5 100 73.5  100 
Structure in terms of ownership  
    Domestic firms 5.0 94.4% 10.7 42.1% 15.2% 31.3% 18.9 25.7% 
  Overseas firms 0.3 5.6% 14.3 56.3% 30.8% 63.6% 49.5 67.3% 
Structure in terms of trade mode 
  Normal  2.9 54.6% 10.2 40.1% 19.4% 40.0% 27.3 37.2% 
  Processing 2.4 45.2% 14.8 58.3% 27.6% 57.0% 42.8 58.2% 
Source: SHSB, 2005 
4.5 Suburbanization in Shanghai: Spatial Context  
4.5.1 Urban Expansion  
Figure 4-3 reveals the urban land-use expansion in Shanghai from 1983 to 1999. It 
was produced by coordinating and comparing the maps of land-use status quo in 
Shanghai’s latest two versions of Master Plan (i.e. the 1983 and the 1999). The area 
with black color in the figure represents the build-up area of Shanghai in 1983, while 




Three characteristics are of note in Figure 4-3. Firstly, Shanghai’s build-up area 
expanded evidently during the period, indicated as the large part of grey-color area in 
the figure. In terms of the overall spatial pattern, Shanghai’s urban expansion was 
dominated by the central city. A few seat towns of district governments outside the 
central city, or the new towns defined in the Master Plans, were notable but were 
much smaller in size (e.g. Jiading, Baoshan, Anting, Songjing, etc.). The land-use 
structure can be summarized as “one huge central city and several small new towns” 
(Gao, 2003). Secondly, the urban expansion in Pudong is outstanding. In 1983 the 
build-up area in Pudong was only a small part along the Huangpu River, while in 
1999 the build-up in Pudong dilated significantly towards the coastal. The land use 
pattern in Shanghai became more balanced along the Huangpu River. Thirdly, the 
urban expansions along the transportation corridors are significant, especially along 
the highways linking central Shanghai to important suburban towns (i.e. the central 
city to Jiading, the central city to Anting, the central city to Songjiang, the central city 
to Caohejin). In the following, urban expansion in Shanghai is examined by the 





Figure 4-3: Urban land-use expansion in Shanghai (1983 – 1999) 
Source: Shanghai Master Plan 1983 and 1999 
In terms of residential land-use, many large-scale residential projects have been 
developed in inner city suburbs and outer suburbs since 1990s, such as Qibao, 
Xinzhuang, Zhuanqiao in Minhang District, Jiuting in Songjiang District, Dachang in 
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Baosheng District and etc., while the residential area usually is in a small scale and 
fragmented form in the outskirt area. The residential construction in Shanghai reflects 
the characteristics of the city’s development in different period (Liu, 2004). From 
1949 to 1958, under the guide of “turning Shanghai from a capitalist consuming city 
into a socialist producing city”, a number of large-scale apartment projects were 
constructed around the inner city districts to accommodate “proletarian workers” for 
manufacturing development. The examples are Caoyang New Village in Putuo, 
Kongjiang New Village, Yanji New Village in Yangpu, and etc. From 1958 to 1978 
residential development was very slow due to the chaos associated with political 
movements like Cultural Revolution. From 1978 to 1990, the residential development 
was still in a low speed which reflects a relatively slow progress in Shanghai’s reform 
and open-up. After 1990, residential area dilated rapidly and extended towards the 
suburban and outskirt areas including Pudong New Area, Minhang, Jiading, Baoshan 
and etc.   
The industrial land-use can be categories into three types: 1) large scale industrial 
“satellite towns” established before 1980. They were invested and developed by 
central state and the municipal under the guideline of planned economy, usually 
located far away from downtown and serving as “satellite town”. The land was 
developed by government, and the factories were also established and managed by 
government. The examples are Bao Steel Corporation in Baoshan, Oil and Chemical 
Industry Factories in Jinshan, automobile manufacturing in Anting, Chemical 
industrial area in Wujing, light industrial area in Songjiang. 2) Large scale 
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development zones developed after 1980. The examples are Minhang ETDZ, 
Waigaoqiao, Jinqiao, Zhangjiang ETDZ in Pudong New District, Songjiang 
development zone, Kangqiao development zone in Nanhui District and etc. This type 
of industrial land was largely developed and invested under the coalition of state and 
market forces. Usually the state is responsible for land leveling and infrastructure 
construction, and private investors, including both the overseas and the domestic, 
follow up in establishing factories. 3) Small scale and segregated industrial area 
dispersed in the central city and suburbs. In fact, before the marketization reforms 
industrial land occupied nearly 30% of the central city in early 1980s (Shanghai 
Master Plan, 1983). After the land and property markets were established, a large 
amount of existing industrial land parcels in the central were converted into 
residential and commercial use, with the process of “moving the secondary industries 
out and moving the tertiary in (tui er jin san)” (Shanghai Urban Development Records, 
1995, 2000, 2004). According to Shanghai’s Urban Master Plan in 1999, the 
secondary industries would be mainly located in various types of development zones 
in order to form a spatially concentrated pattern. Only so-called “metropolitan 
industries” (du shi xing chan ye) can located in the central city, which refers to 
low-pollution and low land-consuming industries like printing, computer software, 
luxury goods (diamond, fashion) processing, etc (Shanghai Construction Almanac, 
2005). In the Master Plan, the industrial land-use in the build-up area was planned to 
decrease from 108.66 sq. km in 1997 to 70.27 sq. km in 2020, with a decrease of 




Figure 4-4: Development zones in Shanghai (2005) 
Source: The map of main development zones in Shanghai, Shanghai Survey Academy, 2005.  
By now the industrial landscape in Shanghai has been fundamentally changed by the 
development zones where most of factories, especially large-scale ones, are 
concentrated (Wei and Leung, 2005). So far there are three levels of development 
zones, i.e. national level, municipal level and district level (see Figure 4-4). More than 
40 development zones have been set up in Shanghai, among which are 14 
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national-level Economic and Technological Development Zones (ETDZs), and 15 
municipal industrial parks (Shanghai Survey Academy, 2005). An interesting 
industrial development policy made by the municipal in 2003 is the “173 Plan”, which 
refers to the development zones in Jiading, Qingpu and Songshan with total area of 
173 Km2. The plan was set up to respond to the fierce competition from rapid 
industrial development of adjacent cities in Zhejiang and Jiangsu Provinces, i.e. 
Kunshan, Taicang etc. Compared with Shanghai, these cities are able to offer cheaper 
resources, such as land, workshops, labor etc., thus gaining advantage in attracting 
foreign investment (see the case of Wacker Group in Chapter 7). The objective of the 
173 Plan is to lower operational costs of manufacturing firms in the 173 Km2 
development zones to the same level as that in Kunshan, Taicang.   
The transportation infrastructure in Shanghai also occupies a large part of land, such 
as railways, highways, sea ports, airports and etc. The railway in Shanghai consists of 
Shanghai-Nanjing Railway, Shanghai-Hangzhou Railway, Jinshan Railway and the 
freight railway in Wusong Industrial Zone and Minghang Development Zone. The 
highway system in Shanghai has been developed rapidly from zero in 1988 to 91 km 
in 2000, and planned to reach 650 km in 2010 (www.highway.sh.cn, accessed on Nov., 
2006). The airports include Hongqiao Airport and Pudong International Airport. And 
the sea ports are mainly distributed along Yangtze River and Huangpu River. No 
doubt, these transportation infrastructures would have strong effects on firms’ location 
patterns, which is analyzed in Chapter 6. 
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4.5.2 Suburbanization in Shanghai   
The suburbanization of population 
The suburbanization of population in Shanghai began in the 1980s (Ning, and Deng, 
1996; Zhou and Ma, 2000). According to the third and fourth census data, Shanghai’s 
population increased from 11.86 million in 1982 to 13.34 million in 1990. In the eight 
years, the gross growth rate was 12.50% and the annual growth rate was 1.48%. Four 
inner city suburbs, Xuhui, Changning, Putuo and Yangpu, gained 735,500 of the 
increased population, which was nearly half of overall population growth in Shanghai. 
Meantime, population in the three inner city districts, Huangpu, Luwan and Jiang’an, 
decreased. The population densities of Luwan and Jing’an decreased from 65,935 and 
68,347 to 62853 and 64030 per square kilometer, respectively.  
According to the fifth population census which was carried out in 2000, Shanghai’s 
total population increased more rapidly and reached 16.40 million (see Table 4－8). 
The growth rate between 1990 and 2000 was 22.98% and the annual growth rate was 
2.09%, about 50% larger than that between 1982 and 1990. Meantime, the decrease in 
Huangpu, Jing’an and Luwan was more evident, involving a loss of 691,800 people. 
The decrease rate was 36.4%, about four times of that in previous period (8.7%), 
which indicates an increasingly strong decentralization process of population from the 
central city to suburbs. 
Table 4-8: Changes in population at district level in Shanghai (1982 – 2000) 
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 District (county) Growth rate in 
1982-1990 
Growth rate in 
1990-2000 
Growth rate in 
1982-2000 
Inner city districts 
Huangpu -1.55% -4.79% -3.36% 
Jing’an -0.81% -4.55% -2.91% 
Luwan -0.60% -3.62% -2.29% 
Inner city districts 
Hongkou 1.03% -0.38% 0.24% 
Zhabei 1.20% 1.12% 1.15% 
Yangpu 2.87% 1.72% 2.23% 
Changning 3.40% 1.59% 2.39% 
Putuo 3.71% 2.34% 2.94% 
Xuhui 2.88% 4.70% 3.89% 
Outer suburbs 
Jiading 1.06% 4.22% 2.81% 
Pudong 3.45% 5.64% 4.66% 
Minghang 2.40% 7.00% 4.93% 
Baoshan 4.00% 6.69% 5.49% 
Outskirt districts/county 
Chongming -0.32% -1.24% -0.83% 
Jinshan 1.34% 0.46% 0.85% 
Nanhui 0.89% 1.07% 0.99% 
Fengxian 0.47% 1.71% 1.16% 
Songjiang 0.84% 2.28% 1.64% 
Qingpu 0.80% 2.59% 1.79% 
    
Sum 1.48% 2.09% 1.82% 
Note: the district boundaries were according to the contemporary definition.  
Source: The 3rd, 4th, 5th population census in Shanghai 
However, the population inflow area was changed during the two periods. From 1990 
to 2000, the population in inner suburbs still increased though in a relatively low 
speed compared to its growth in 1982-1990. Meantime, it is in outer suburbs that 
population increased at the highest speed. Minhang’s population almost doubled in the 
ten years with the highest growth rate of 7.0% per year, following up Baoshan 
(6.69%), Pudong (5.64%), and Jiading (4.22%). The population in outskirt 




Figure 4-5: Population densities of the census areas in Shanghai (1982, 1990, and 
2000) 
Source: Chen, 2004 
In summary, since 1980s the population in Shanghai municipality has evolved into a 
more decentralized pattern (see Figure 4-5): (1) Population in the three inner city 
districts declined significantly. Consequently, the population density in the most 
populous central districts like Huangpu, Luwan and Jing’an has consistently 
decreased; (2) Population in the inner suburbs and outer suburbs has greatly increased. 
The population in the outer suburbs doubled in the 18 years, accounting for one third 
of total population in Shanghai in 2000. The suburbs are the main destination for 
floating people from other regions to Shanghai and for the urban residents who moved 
out of the central city; (3) Population in the outskirt districts/county increased at a 
relatively low speed, about 11.45% between 1982 and 2000. Population in 
Chongming County even declined.  
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The suburbanization of economic activities 
There is no detailed study on suburbanization of economic activities in Shanghai, due 
to the data limitation on firms or employment at such a fine scale as the population 
census data. What makes the issue more complex is that there is little systematic data 
of firms or employment in different sectors or by different ownerships, even at an 
aggregated level, because the statistical standards have been changed all the time. 
This section tries to accumulate the existing knowledge on spatial patterns of 
economic activities and their changing trend in Shanghai.  
Among the economic sectors, the suburbanization of manufacturing was especially 
strong. Long before the reform, the municipal government had been confronted with 
the problems associated with manufacturing factories in the central Shanghai, such as 
pollution, conflicts with residents on electricity power, water, transportation, etc. 
Therefore, in the 1950s and 1970s, the municipal government purposely set up several 
industrial zones and satellite towns outside of the central city. The important are 
Minhang, Wujing, Anting, Jiading, Songjiang, Jinshan and Baoshan. Some of them 
have developed into prosperous industrial clusters. The examples are automobile 
industries in Anting, petroleum refining and processing industries in Jinshan, steel 




Figure 4-6: Distribution pattern of factories in light industries in Shanghai 
(1990) 
Source: Adapted by the author from Yang, et al., 1991.  
However, as a “proletarian city” in the socialist ideology, most of the factories in 
Shanghai were primarily located in the center. For instance, the spatial distribution 
pattern of firms in light industries of Shanghai in 1990 is shown in Figure 4-6. In 
early literature, the classification of manufacturing was different from that of today, 
which categorized the manufacturing as light industries (e.g. household commodity, 
agricultural product processing) and heavy industries (e.g. machine & electric industry, 
steel, chemicals) (Yang, et al., 1991). As clearly indicated in the map, most of the 
firms in light industries were concentrated in the central city. Luwan, Huangpu, and 
Jing’an, the three inner city districts, all contained a large amount of the factories. 
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Meanwhile, the factories in Pudong District were small in number. Not only were the 
light industries concentrated in central city, but also were the heavy industries. Figure 
4-7 presents the spatial distribution pattern of factories in the machine & electric 
industry in the beginning of 1990s (e.g. computer, apparatus, automobile, electronic 
equipment). The concentration was also evident.  
 
Figure 4-7: Distribution pattern of factories in machine & electric industries of 
Shanghai (1990) 
Source: Adapted by the author from Yang et al., 1991.  
As the problems associated with manufacturing factories became more severe in 
1980s, the municipal government convened a conference on coordinating urban and 
rural industries in 1986, which first put forward the plan to decentralize and relocate 
the factories in central Shanghai (Shanghai Almanac, 1999). As a result, from 1983 to 
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1990 the proportion of central Shanghai in the total industrial output value decreased 
from 78% to 55%, while proportion of the outer suburbs increased from 14% to 28% 
(Chen, 2004:40). During this period, the motivation of the factory relocation was to 
avoid the associated problems, especially the pollution. But in practice, the relocation 
was always hindered by the shortage of money.  
Until the implementation of urban land-use reform in the early 1990s, the factories 
located in central Shanghai found it profitable to sell their land and thus had the 
incentive to move to the suburbs. Meantime, development of the tertiary sector has 
been accelerated in Shanghai, which creates great demand for land properties. As such, 
the suburbanization of industries was speed up. From 1990 to 2000, the proportion of 
central Shanghai in total industrial output value further decreased from 55% to 22%, 
while the proportion of outer suburbs increased from 28% to 56% (Chen, 2004: 59).  
Nevertheless, the existing knowledge and research on the spatial distribution pattern 
of service activities is scant, partly due to the traditional depreciation of services in 
the communist ideology (Illeris, 1996). According the Marxism, services are 
“unproductive”, and exist only to supply the basic needs of “proletarian workers”, at 
least in the early period of “socialism”. Before the reform and open in 1978, personal 
services (e.g. retail stores, food and vegetable outlets, barber shops, and bicycle 
repairing shops) were set to deal with planned delivery of consumer goods and 
services. Therefore their locations were distributed in a planned hierarchy in order to 
cover the needs of community, based on a least-transportation and egalitarian 
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principles (Wang and Jones, 2002). Shanghai was no exception as retail stores were 
distributed dispersedly and the traditional commercial centers withered before 1978. 
As to producer-services, they barely existed in the urban economy before 1990s as 
introduced in Section 4.3.2, let alone the documentation and research on their spatial 
distribution pattern. With the revitalization of services in Shanghai, whether the 
service activities follow the decentralization process of population and manufacturing 
is yet to know.  
4.6 Summary 
This chapter provides the context for understanding firm locational behavior in 
transitional Shanghai. It highlights the institutional restructuring in terms of power 
decentralization and marketization. Power has been transferred from higher level state 
to local state, as well as from the government to firms or individuals. The market 
mechanisms (i.e. price mechanism, land market, labor market) have been established 
and started to play a key role in resource allocation. Such institutional reforms provide 
the prerequisite to understand firm’s locational behavior in the light of existing firm 
location theories based on western market economy. Furthermore, Shanghai has 
restructured its economic system in terms of tertiarization and globalization, both of 
which have fundamentally changed the compositional pattern of firms in Shanghai in 
terms of sectoral structure and ownership structure. The services and the overseas 
firms, which barely existed before 1980s, occupy a remarkable position in Shanghai’s 
economy now.  
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The dramatic urban expansion after 1978, which was also the concomitant of 
suburbanization, creates a larger physical space for firms to locate and relocate. The 
urban land-uses, whatever in residential or in industrial, have expanded into the 
suburbs of Shanghai, especially the Pudong New Area and several new towns. 
Meanwhile, the population in Shanghai has been decentralized from the historical 
inner city districts to the broad metropolitan area since early 1980s, especially to the 
inner city suburbs and outer suburbs. Manufacturing activities have been 
decentralized as well. However, with strong revitalization of the service activities in 
Shanghai, the detailed study on spatial distribution pattern of the service activities is 




Location Pattern of Firms in Shanghai  
5.1 Introduction  
This chapter explores the spatial distribution pattern of firms in Shanghai, based on 
the 2005 corporate data maintained by the Shanghai Administration of Industry and 
Commerce (SHAIC). The overall pattern of firm location is further detailed 1) by 
sub-sector types and 2) by ownership types. The emphases are put on the three major 
sectoral groups (i.e. manufacturing, producer services and personal services) and two 
ownership types (i.e. domestic and overseas).  
After introducing the sub-sectoral structure and ownership structure of firms in 
Section 5.2, the location pattern of all the firms in Shanghai is presented and 
compared with the pattern of population in Section 5.3. Section 5.4 analyzes and 
compares the location pattern of firms by economic sub-sectors. The density gradients 
of firms by sub-sectors are calculated and evaluated by regression analysis. Section 
5.5 makes the comparisons between overseas firms and domestic firms in terms of 
density gradient and the degree of dissimilarity of their spatial distribution patterns.  
5.2 The Structure of Firms in Shanghai 
5.2.1 The Sub-sectoral Structure of Firms 
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Table 5-1 reports the sub-sectoral structure of firms in Shanghai. In the 2005 
corporate database there are 573,949 firms in March, 2005. Their sectoral types are 
defined by the 4-digit codes assigned by the National Statistical Bureau. The first two 
digits of the codes are used to regroup the 1047 sub-categories into 88 broad 
categories (sub-sectors). Number of the firms in each sub-sector ranges from 1 (e.g. 
coal mining) to 67563 (i.e. retailing) (see Table 5-1).  
Table 5-1: Number of firms in the sub-sectors (2005) 
Code Sub-sector NO. of 
firms 
Code Sub-sector NO. of 
firms 
01 Agriculture 5910 50 Geological survey 3017 
02 Forestry 254 51 Irrigation management 237 
03 Stock raising 676 52 Railway transportation 67 
04 Fishery 344 53 Road transportation 3963 
05 Agricultural services 1166 54 Pipeline transportation 6 
06 Coal mining 1 55 Transportation on water 307 
07 Petroleum and natural gas mining 3 56 Aviation transportation 67 
10 Non-mental mining 1 57 Transportation auxiliary 5839 
12 Logging and the transport 1 58 Other transportation 35 
13 Food processing 1215 59 Storage and logistics 2559 
14 Food manufacturing 1725 60 Post and telecommunication 2858 
15 Beverage manufacturing 574 61 Household commodity wholesale 66603 
16 Tobacco processing 7 62 Machinery and equipment wholesale 82016 
17 Textile industry 5843 63 Other wholesale 4272 
18 Apparel 10215 64 Retails 67563 
19 Leather, furs and related 1458 65 Commercial agent and services 4143 
20 Timber& bamboo processing 2113 67 Restaurants  13900 
21 Furniture manufacturing 3257 68 Financial industry 2428 
22 Papermaking and products 2697 70 Insurance 214 
23 Printing 3067 72 Real estate development 8173 
24 Cultural and sports goods 1980 73 Real estate management 6220 
25 Petroleum processing 182 74 Real estate agent and services 10110 
26 Raw chemical materials  4695 75 Public services 6295 
27 Pharmaceutical products 572 76 Household services  17308 
28 Chemical fiber 264 78 Hotel 2316 
29 Rubber products 1141 79 Lease services 1498 
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30 Plastic products 5465 80 Tourism 1316 
31 Non-metal products 4624 81 Entertainment 3191 
32 Ferrous metal processing 487 82 Consultant services  30571 
33 Nonferrous metal processing  847 83 Computer application services 14289 
34 Metal products 13899 84 Other social services 8224 
35 Ordinary machinery manufacturing 12410 85 Health 1706 
36 Special equipment manufacturing 6170 86 Sports 377 
37 Transportation equipment 5736 87 Social security 1443 
40 Electrical equipment& machinery 7952 89 Education 4743 
41 Electronic& telecommunications equipment 4026 90 Cultural and art 1482 
42 Instruments and office machinery 2717 91 Broadcast, movie and TV  580 
43 Other manufacturing 2772 92 Research organization 466 
44 Electricity& stream supply 99 93 Technical services 26592 
45 Gas supply 138 94 State organizations 2351 
46 Water supply 286 95 Party organization 211 
47 Civil engineering& construction 6104 96 Social organization 3409 
48 Pipeline construction 5381 97 Grassroots community organization 5131 
49 Decoration  11295 99 Representative& headquarter or others 16084 
Source: SHAIC, 2005 
The sub-sectoral structure of firms reflects Shanghai’s economic structure. For 
example, a tiny number of firms in mining and logging reflect the poor natural 
resource endowment in Shanghai. The large number of firms in wholesale and retail 
sectors conforms to Shanghai’s role as the trade center in the Yangtze Delta and even 
in the whole country.  
Table 5-2: Number of firms and employees in the three sectors (2005) 










Primary sector 7184 1.25 610.2 7.07  
Secondary sector 131419 22.90 3223.3 37.34 24.5 
Tertiary sector 435346 75.85 4799.7 55.60 11.0 
Source: Shanghai Statistical Yearbook, 2006; SHAIC, 2005. 
Table 5-2 reports the number of firms in the primary, the secondary and the tertiary 
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sectors by combining the sub-sectors. It is of note that the sectoral structure of firms 
does not equal to the economic structure in terms of contribution to the GDP. In 2005, 
the number of firms in the secondary sector accounted for 22.90% of all the firms in 
Shanghai, while the secondary sector contributed 48.64% of Shanghai’s GDP; the 
number of firms in the tertiary sector accounted for 75.85% of all the firms, while the 
tertiary sector contributed 50.5% of the GDP in Shanghai (SHAIC, 2005; SHSB, 
2006). 
It is also of note that the sectoral structure of firm number does not equal to the 
structure of employment, which means that average employment size of firms varies 
across sectors. Shown in Table 5-2, the number of firms in the tertiary sector was 
much larger than that of firms in the secondary sector (3.3 times), while the total 
employment in the tertiary sector was only about 1.5 times of that in the secondary. 
Shown in the table, the average employment size of firms in the secondary sector was 
24.5 persons, about two times of that in the secondary sector (11.0 persons per firm).  
5.2.2 The Ownership Structure of Firms 
Table 5-3: Number of firms in the three ownership types (2005) 
Type of ownership  Total number Proportion (%) 
Domestic firms 541265 94.3% 
HMT firms  11470 2.0% 
Foreign firms  21214 3.7% 
Source: SHAIC, 2005.  
Table 5-3 reports the ownership structure of firms in Shanghai. The types of 
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ownership in the 2005 corporate dataset include three: mainland Chinese firms, firms 
from Hong Kong, Macao and Taiwan (HMT), and foreign firms. As shown in the 
table, the domestic firms made 94.7% of the total, while the HMT firms and foreign 
firms accounted for 2% and 3.7% respectively. In the writing of this dissertation, 
overseas firms consist of both HMT firms and foreign firms. 
Technically, defining an overseas firm is no easy task. Although controversial 
definitions exist in the literature with regard to the measurement of “foreign control”, 
the definition here follows the regulations enacted by the Central Government. For a 
long time, the Central Government has set specific criteria for the approval of foreign 
corporate activities, and in many industries only joint ventures with limited foreign 
shareholding are allowed. Over time, the regulations have gradually been relaxed. In 
1979, foreign investors could only establish equity joint ventures, which were based 
on an explicit proportion of shareholding between foreign and domestic investors in 
equity. In 1986, corporation of single foreign ownership was acceptable. After 1988, 
foreign investors were allowed to establish joint ventures so long as they could make 
a deal with domestic investors. This was in effect to remove the requirement on the 
explicit proportion of shareholding between domestic and foreign partners. In the 
database, overseas firms range from fully foreign-owned companies, liaison-offices 
with representative roles, to joint ventures that involve two or more partners (foreign 
or domestic) where the degree of foreign control is unclear.  
Table 5-4 reports the number of overseas firms by sub-sectors. By comparing the 
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sectoral structures, it is found that the overseas firms in Shanghai have higher 
proportion in the secondary sector but less in the primary and tertiary sectors. In fact, 
only 0.4% of overseas firms are in the primary sector (1.3% of all the firms in the 
primary sector), 43.3% in the secondary sector (22.9% for all the firms), and 56.3% in 
the tertiary sector (75.9% for all the firms).  
Table 5-4: Number of overseas firms in the sub-sectors (2005) 
Code Sub-sector NO. of 
firms 
Code Sub-sector NO. of 
firms 
1 Agriculture 87 50 Geological survey 106
2 Forestry 10 51 Irrigation management 1
3 Stock raising 16 53 Road transportation 43
4 Fishery 9 55 Transportation on water 23
5 Agricultural services 9 56 Aviation transportation 18
12 Logging and the transport 1 57 Transportation auxiliary 277
13 Food processing 191 58 Other transportation 3
14 Food manufacturing 377 59 Storage and logistics 667
15 Beverage manufacturing 104 60 Post and telecommunication 32
16 Tobacco processing 1 61 Household commodity wholesale 1195
17 Textile industry 586 62 Machinery and equipment wholesale 1170
18 Apparel 1378 63 Other wholesale 108
19 Leather, furs and related 203 64 Retails 1142
20 Timber& bamboo processing 171 65 Commercial agent and services 2354
21 Furniture manufacturing 279 67 Restaurants  921
22 Papermaking and products 231 68 Financial industry 80
23 Printing 171 70 Insurance 23
24 Cultural and sports goods 372 72 Real estate development 695
25 Petroleum processing 21 73 Real estate management 295
26 Raw chemical materials  866 74 Real estate agent and services 424
27 Pharmaceutical products 144 75 Public services 216
28 Chemical fiber 35 76 Household services  276
29 Rubber products 134 78 Hotel 64
30 Plastic products 649 79 Lease services 20
31 Non-metal products 449 80 Tourism 5
32 Ferrous metal processing 36 81 Entertainment 145
33 Nonferrous metal processing  60 82 Consultant services  2247
34 Metal products 1050 83 Computer application services 1610
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35 Ordinary machinery manufacturing 865 84 Other social services 122
36 Special equipment manufacturing 895 85 Health 27
37 Transportation equipment 489 86 Sports 21
40 Electrical equipment& machinery 784 87 Social security 2
41 Electronic& telecommunications equipment 1227 89 Education 36
42 Instruments and office machinery 380 90 Cultural and art 81
43 Other manufacturing 396 91 Broadcast, movie and TV  14
44 Electricity& stream supply 6 92 Research organization 32
45 Gas supply 3 93 Technical services 704
46 Water supply 11 95 Party organization 1
47 Civil engineering& construction 164 96 Social organization 1
48 Pipeline construction 84 97 Grassroots community organization 1
49 Decoration  193 99 Representative& headquarter or others 4345
Source: SHAIC, 2005. 
Table 5-5 reports the sub-sectors with percentage differences between all the firms 
and overseas firms larger than 1% (absolute value). Shown in the table, the 
sub-sectors with higher percentages in all the firms consists of wholesales, retail, and 
other personal services etc.(see the second column in the table), while the sub-sectors 
with higher percentages in overseas firms are manufacturing and produce services (i.e. 
consultant services and computer application services).  
Table 5-5: Percentage differences between all the firms and overseas firms in the 
sub-sectors (2005) 
Code Sub-sector Differences 
(%) 
Code Sub-sector Differences 
(%) 
62 Machinery and equipment wholesale 10.71 40 Electrical equipment& machinery -1.01 
64 Retails 8.28 30 Plastic products -1.03 
61 Household commodity wholesale 7.95 82 Consultant services  -1.55 
93 Technical services 2.48 59 Storage and logistics -1.59 
76 Household services  2.17 36 Special equipment manufacturing -1.66 
49 Decoration  1.38 26 Raw chemical materials  -1.83 
84 Other social services 1.06 18 Apparel -2.44 
   83 Computer application services -2.44 





Note: Difference = Sectoral share in all the firms – Sectoral share in overseas firms 
The differences between the percentages of all the firms and of overseas firms across 
the sub-sectors indicate that, compared with the domestic investors, the overseas 
investors are more likely to invest in the secondary sector. This finding conforms to 
the fact that the accumulated FDI from 1981 to 2005 in the secondary sector was 
higher that that in the tertiary sector (for details, refers to Section 4.4). As such, the 
existing global city literature (see Sassen, 2001, Grant, 2003) might have overlooked 
the importance of the secondary sector, especially for the globalizing cities amid of 
industrialization. To study the spatial structure of cities in the developing countries, 
both the secondary sector and the tertiary sector need to be taken into consideration.  
5.3 Location Pattern of all the Firms in Shanghai 
5.3.1 Spatial Distribution of Firm Density  
A distance-decay pattern of firm densities is discernible in Shanghai. Table 5-6 reports 
some of the summary statistics of the firm densities grouped into three broad 
geographic zones. Within the inner belt which is defined by the Inner Ring Road, the 
densities ranged from 319.70 to 5236.29 firms per sq. km. In between the Inner Ring 
Road and the Outer Ring Road, the densities ranged from 33.67 to 1334.04. In the 
areas beyond the Outer Ring Road, the densities ranged from 0 to 502.90. The mean 
densities decreased remarkably from 1592.71 in the central to 367.37 in the middle 
and 75.70 in the fringe. All these indicators indicate a descending spatial pattern of the 
densities from the center of the city to the fringe area. The coefficients of variations 
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show that there were great variations in densities distributions (1.97), but there were 
less and less variations within the respective belts moving towards the center (1.10, 
0.87, and 0.56).  
Table 5-6: Descriptive statistics of firm densities in the postal districts 




Within the inner belt 29 319.70 5236.29 1592.71 897.74 0.56
Between the inner belt 
and the outer belt 
39 33.67 1334.04 367.37 318.89 0.87
Outside the outer belt* 173 0.00 502.90 68.60 75.70 1.10
Total 241 0.00 5236.29 313.52 618.63 1.97
Note: the Postal District 200540 is excluded in this group as its firm density was abnormally high 
(1636.47 firms per sq.km). It is because that the postal district is small in area but is the seat of 
Jinshan Petrochemical Corporation, one of the biggest SOEs in Shanghai. 
Source: SHAIC, 2005. 
The spatial pattern of firm densities among the postal districts in Shanghai is shown in 
Figure 5-1. The firm densities are organized into six density groups by cut-off points 
of 100, 200, 500, 1000 and 2000. The postal district (postal code 200001) that had the 
highest density of firms registered 5236 firms per square kilometers in the Huangpu 
District, while the postal district (postal code 202182) in Chongming Island had the 
lowest density as zero. The seven districts with the density between 2000 and 5236 
per Km2 are all located in the inner belt, five overlapped with the Nanjing West Road 
and Nanjing East Road, and two overlapped the Huaihai Road. All of the twenty one 
districts with the density between 1000 and 2000 Km2 are either located in the inner 
belt or across the Inner Ring Road except the postal district 200540 in Jinshan District, 
which is the seat of Jianshan Petrochemical Corporation. Most of the postal districts 
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with the density between 500 and 1000 Km2 are located either in the area between the 
Inner Ring Road and the Outer Ring Road or in the fringe area of the inner belt. The 
outlier is the postal district 201802, which is the government seat of Nanxiang Town, 
a key central town (Zhong xin zhen) according to Shanghai’s Master Plan (1999).  
 
Figure 5-1: A choropleth map of firm densities distribution in Shanghai 
Source: SHAIC, 2005. 
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The postal districts with densities between 200 and 500 firms per Km2 are made up of 
two groups. One group is located in the area between the Inner Ring and Outer Ring, 
the other is overlapped with the key towns in Shanghai’s fringe areas. The towns 
include the satellite towns set up by the Municipal Government before 1978 (i.e. 
Minhang, Wujin, Anting, Baoshan, Jiading, and Jinshan) and also the new towns 
planned in later master plans (i.e. Qingpu, Chengqiao, Huinan, Nanqiao). The postal 
districts with densities between 100 and 200 Km2 are either in the Outer Belt or in 
vicinity of the key towns. The rest are the postal districts with densities lower than 
100 firms per Km2. 
5.3.2 The Density Gradient of Firms and Population  
Figure 5-2 shows the LISA cluster map of the firm density distribution in Shanghai. 
The calculation of LISA statistics and the produce of LISA cluster map are discussed 
in Section 3.4. The purpose of inclusion of LISA statistics is to provide an alternative 
approach for identifying the density clusters independent from classification schemes 
used in choropleth mapping. The latter is highly dependent on the ways that data are 
grouped and thus could distort/hide the observations (see discussions on pp 277-9 in 
Longley et al 2001). Using the methods introduced earlier, local Moran’s indices are 
calculated and plotted. The sum of these local Moran’s indices equals the global 
Moan’s index, which is 0.72 in this case – a strong indication that the firms in 
Shanghai are unevenly distributed and highly spatial autocorrelated.  
Three types of locations present in Figure 5-2: the high-high location, the low-low 
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location, and the low-high location. The high-high location is found in the central city; 
almost equaling to the area of inner belt subtracting a few postal districts in Pudong. 
There are several low-low locations which form large postal district blocks in the 
periphery regions of the east and the north of Shanghai. The low-high location is 
dispersed, including two isolated islands in Baoshan District. Most of the postal 
districts with low-high value are in vicinity to the new towns defined in Shanghai’s 
Master Plan.   
 
Figure 5-2: A LISA cluster map of firm densities distribution in Shanghai 
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According to Anselin (1995), the precise meaning of the high-high and low-low 
locations is the core of clusters. Therefore the high-high location, roughly the inner 
belt in Shanghai, forms the core of firm clusters. As to the low-high locations 
(high-low as well though there is no such location in the results), Anselin (2004) 
defines them as spatial outliers. A spatial outlier can be defined as “an object that is 
significantly different from its neighborhoods even though it may not be significantly 
different from the entire population (Tao and Li 2006, 253)”. For instance, although 
the absolute LISA values of the two isolated islands in Baoshan District are zero 
because their distance weight matrixes are zero due to the isolation, their LISA values 
are negatively significant after standardization of all LISA values (see Section 3.4.2). 
Meantime, the firm density values of the islands are also low after standardization. 
Thus the two islands fall into the category of low-high location, which represents that 
they are spatial outliers. In fact, the firm density values of the islands’ south neighbors 
across the Yangtze River are significantly higher than those of the islands. 
Results from both choropleth mapping and spatial autocorrelation analyses point to a 
strong concentration pattern in the spatial distribution of firms in Shanghai: strong 
high-density central and low-density peripheries, and a middle belt accommodating 
densities in the middle range. In other words, a distance decay function associated 
with density changes in space seems in existence.  
The negative exponential function that is widely used in existing literature (see 
Section 2.2.1) is employed to model the spatial distribution of firms in Shanghai. By 
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using the fifth census data of Shanghai in 2000, the population density is also 
modeled with the same method in order to examine whether the firms are more 
centralized than that of the population. The exponential density function is standard in 
the literature (DiPasquale and Wheaton, 1996) and is justified in plenty of empirical 
studies (Clark, 1951; McDonald, 1989; Wang and Zhou, 2000). It is also the only 
mathematical form that can be deducted from the classic bid-rent theory in urban 
economics (Mieszkowski and Mills, 1993; Anas, et al., 1998). The details of the 
function are provided in Section 3.4.  
The postal district 200001 is identified as the center for modeling the firm distribution 
for its highest local Moran’s I, while the Laoximen street office is identified as the 
center for modeling Shanghai’s population distribution in 2000. Table 5-7 reports the 
parameters of the results. The two models work well for both the firm distribution and 
population distribution. The R square yielded for the firms is 0.81, indicating that 81 
percents of the density variations of firm distribution can be explained by distance to 
the centroid of the postal district 200001, while the r square for the population is 0.76. 
Besides, the F value of the regression and t-values of the coefficients are all 
significant at 0.001 level.  
Table 5-7: Exponential estimation statistics for firm densities 
 Rsq d.f. F a t-value b t-value 
Firms 0.8121 215 682.34 3555.43 23.54 -.26 18.94 
Population 0.7588 290 816.28 61742 24.48 -.13 18.31 
Note: Chongming Islands and two isolated islands in Baoshan District are excluded in the 
modeling analysis for the integrity of study area.  
CHAPTER FIVE 
 129
As the results indicate, the density gradient of firms (-0.26) is almost two times of that 
of population (-0.13), which implies, in general, the spatial pattern of firms is more 
centralized than that of population in Shanghai. A typical commuter in Shanghai 
would commute from a residence more distant from the center to a workplace less 
distant from the center. The result conforms to the general regularity observed in other 
cities. That is, if a cordon line is drawn at an arbitrary distance from the city centre, 
the specified area will contain a larger proportion of urban jobs than that of urban 
population (Hamilton, 1982).  
5.4 Location Pattern of the Firms by Sectors 
5.4.1 Spatial Distribution Pattern of Firm Density by Sectors 
This section presents the choropleth maps of firm densities in the secondary and the 
tertiary sectors, with an emphasis on the comparison between the two. Table 5-8 
reports some of the summary statistics of firm densities organized into the three broad 
geographic zones. In general, the location pattern of firms in both sectors assembles 
the distance-decay pattern, though the value and the variation of the firm density in 
the tertiary sector are evidently larger than those in the secondary sector. One thing 
needs to keep in mind is that firms in the secondary sector do not equal to 
manufacturing establishments as the firms also include head offices, branch offices, 
representatives, and R&D organizations. Therefore there are still a relatively large 
number of secondary firms in the inner city.  
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Table 5-8: Descriptive statistics of firm densities by the sector 




The firms in the secondary sector 
Within the inner belt 29 56.21 283.04 133.83  49.27 0.37
Between the inner belt 
and the outer belt 
39 8.57 181.66 56.79  38.73 0.68
Outside the outer belt* 173 0.00 121.15 20.40  17.50 0.86
Total 241 0.00 284.10 41.41 49.30 1.19
 
The firms in the tertiary sector 
Within the inner belt 29 344.55 4894.28 1490.45  850.78 0.57
Between the inner belt 
and the outer belt 
39 13.19 1139.00 285.24  279.47 0.98
Outside the outer belt* 173 0.00 367.62 46.28  60.01 1.30
Total 241 0.00 4894.28 267.19  568.67 2.13
Note: the Postal District 200540 is excluded.    Source: SHAIC, 2005. 
 
Figure 5-3: Choropleth maps of firm densities distribution in the secondary and 
the tertiary sectors in Shanghai 
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Source: SHAIC, 2005. 
Within the inner belt firm densities in the secondary sector ranged from 56.21 to 
283.04 firms per sq. km., while in the tertiary sector they ranged from 344.55 to 
4894.28 firms per sq. km. In between the Inner Ring Road and the Outer Ring Road 
the densities for the secondary sector ranged from 8.57 to 181.66, while the densities 
for the tertiary sector ranged from 13.19 to 1139.00 firms per sq. km. In the areas 
beyond the Outer Ring Road the densities ranged from 0 to 121.15 and from 0 to 
367.62 for the secondary and the tertiary sector respectively. Both the mean densities 
decreased from the central to the middle area then to the fringe area (133.83, 56.79 to 
20.40 for the secondary sector, 850.78, 279.47, to 60.01 for the tertiary sector), 
although the firms in the tertiary sector seems to decay faster. The coefficients of 
variations show that there were greater variations in density distribution of the firms 
in the tertiary sector than in the secondary sector. 
The spatial pattern of firm densities by the secondary and the tertiary sectors is shown 
in Figure 5-3. The firm densities are organized into six density groups by cut-off 
points of 25, 50, 100, 200 and 1000. By observing and comparing, three 
characteristics are noted: 1) firm densities of the tertiary sector in postal districts are 
generally larger than firm densities of the secondary sector; 2) the area bound by the 
Inner Ring Road is a hot spot for both the firms in the secondary and in the tertiary 
sectors; 3) outside of the Outer Ring Road, the hot spots for the firms in the secondary 




5.4.2 The Concentration Pattern of the Firms by Sub-sectors 
To measure the degree of concentration, we employ the negative exponential function 
to calculate the density gradients of firms by sub-sectors. Table 5-9 reports the density 
gradients in the results (other parameters are omitted as they are unnecessary for 
further analysis). The most striking finding is that the density gradients of firms across 
sub-sectors vary markedly.  
It is of note there are some sub-sectors with positive density gradients, which means 
that the far away from the center the more firms in the sub-sector are. These 
sub-sectors include petroleum processing and chemical fiber. Both are very 
specialized industries which produce dangerous chemical materials and thus need to 
be kept away from dense population areas. Meantime, the four most centralized 
sub-sectors with the highest density gradients in absolute value are lease services, 
party organizations (e.g. grassroots organizations of China Communist Party), tourism 
and retails, all of which belong to the tertiary sector.  
The density gradients of most sub-sectors in the secondary sector are less steep than 
that of population, while the density gradients of most sub-sectors in the tertiary 
sector are steeper. As previously reported, the density gradient of population is -0.13 
and the density gradient of all the firms is -0.26. Only five of the twenty nine 
sub-sectors in the secondary sector have the density gradient steeper than the density 
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gradient of population. They are pipeline construction, printing, electronics& 
telecommunications equipment, instruments and office machinery, and decoration. 
The first and the last sub-sectors belong to construction industry, which is reasonable 
to be relatively centralized. Printing is the most centralized manufacturing sub-sector 
in Shanghai as it is urban-market driven, which conforms to the observations in other 
cities (Lee, 1989). The firms in most sub-sectors of the tertiary sector are more 
centralized than the distribution of the population. Only five of the thirty eight 
sub-sectors in the tertiary sector have the density gradient less steep than that of 
population. They are grassroots community organization, geological survey, road 
transportation, storage and logistics, and irrigation management. The relatively 
dispersed pattern of the sub-sectors may be attributable to the fact that the first two 
and the last are tied with rural area; and the third and the fourth are associated with 
the transportation infrastructure at a regional scale.  
Table 5-9: Density gradients of firms by the sub-sectors  
Code Sub-sector Density 
gradient
Code Sub-sector Density 
gradient
01 Agriculture -0.1565 57 Transportation auxiliary -0.3836 
13 Food processing -0.0730 59 Storage and logistics -0.0671 
14 Food manufacturing -0.1158 60 Post and telecommunication -0.3012 
15 Beverage manufacturing -0.0741 61 Household commodity wholesale -0.3454 
17 Textile industry -0.0567 62 Machinery and equipment wholesale -0.2350 
18 Apparel -0.1125 63 Other wholesale -0.2815 
20 Timber& bamboo processing -0.0233 64 Retails -0.4354 
21 Furniture manufacturing -0.0266 67 Restaurants  -0.2944 
22 Papermaking and products -0.0385 68 Financial industry -0.2908 
23 Printing -0.1469 70 Insurance -0.3242 
24 Cultural and sports goods -0.0586 72 Real estate development -0.2203 
25 Petroleum processing 0.0876 73 Real estate management -0.1715 
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26 Raw chemical materials  -0.0345 74 Real estate agent and services -0.1392 
27 Pharmaceutical products -0.1140 75 Public services -0.1832 
28 Chemical fiber 0.0970 76 Household services  -0.1992 
29 Rubber products -0.0296 78 Hotel -0.2999 
30 Plastic products -0.0262 79 Lease services -0.8927 
31 Non-metal products -0.0447 80 Tourism -0.5131 
32 Ferrous metal processing -0.0164 81 Entertainment -0.1794 
33 Nonferrous metal processing  -0.0270 82 Consultant services  -0.2598 
34 Metal products -0.0262 83 Computer application services -0.2212 
35 Ordinary machinery manufacturing -0.0739 84 Other social services -0.2526 
36 Special equipment manufacturing -0.0828 85 Health -0.2192 
37 Transportation equipment -0.0574 86 Sports -0.3213 
40 Electrical equipment& machinery -0.0962 87 Social security -0.1669 
41 Electronic& telecommunications equipment -0.1396 89 Education -0.1833 
42 Instruments and office machinery -0.1333 90 Cultural and art -0.3022 
43 Other manufacturing -0.1093 91 Broadcast, movie and TV  -0.3571 
47 Civil engineering& construction -0.1255 92 Research organization -0.1789 
48 Pipeline construction -0.1599 93 Technical services -0.1742 
49 Decoration  -0.1314 94 State organizations -0.2962 
50 Geological survey -0.0990 95 Party organization -0.6263 
51 Irrigation management -0.0447 96 Social organization -0.3766 
53 Road transportation -0.0952 97 Grassroots community organization -0.1216 
55 Transportation on water -0.2685 99 Representative& headquarter or others -0.3768 
Note: Only the sectors passed the T-test and F-test at 0.05 level are included in the table.  
5.4.3 Regularities of the Concentration/dispersal 
This section further investigates the regularities in the degree of concentration 
(density gradient) by sub-sectors, with an emphasis on the three main sectoral groups, 
i.e. manufacturing, producer services and personal services. In Table 5-9, there are 
twenty seven manufacturing sub-sectors. The producer service group includes finance 
and insurance (68 and 70), real estate (72, 73 and 74), and business services (82, 83 
and 84). The personal service group consists of six sub-sectors: retail (64), household 
services (76), hotel (78), lease services (79), tourism (80), and restaurants (67). 
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According to experiences in the cities of Western World (for details see the literature 
review in Section 2.2), producer services are more dependent on agglomeration 
economies and hereby to be the most centralized. Personal services are providing 
services to urban residents and more dependent on the spatial distribution pattern of 
the population. Besides, manufacturing which needs more land is found to be more 
decentralized. In summary, a typical spatial structure in western cities with regard to 
the distribution of the three sectoral groups is that producer services, personal services 
and manufacturing are locating away from the central city to peripheral area in the 
order. In the following, this typical structure is tested by comparing the density 
gradients of the sub-sectors in Shanghai.  
Also there are other factors that influence the degree of concentration of the firms 
within the sub-sectors. Past research findings reveal that large firms are more likely to 
decentralize than small firms, because large firms are less dependent on the outer 
environment than are the small firms. As such, the large firms can adapt to suburbs 
more easily (Lee, 1989). This implies that the sub-sector with larger average firm size 
tends to be more decentralized. Furthermore, based on the theories in New Economic 
Geography, agglomeration leads to savings in transport costs for goods, for people 
and for ideas (Glaeser, 1998). Therefore the idea flows in dense urban centers are an 
important source for industries to concentrate, especially for idea-intensive industries. 
As such, the sub-sectors with higher human capital (a proxy for idea-intensive) are 
more likely to centralize (Glaeaser and Kahn, 2000).  
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On the basis of above findings, we look across the sub-sectors at the determinants of 
the degree of concentration by a multiple linear variable regressions. Dependent 
variable is the density gradients reported in Table 5-9. The determinants to be 
examined in the regression include four categories: 
1) The three types of sectoral groups, i.e. manufacturing (27 sub-sectors), producer 
services (8 sub-sectors), and personal services (6 sub-sectors), which are set as 
dummy variables. The hypothesis is that the producer services, personal services 
and manufacturing are spatially decentralized in the order.  
2) Firm size by sub-sectors including the average firm employment size by 
sub-sectors and the overall employment size by sub-sectors. The hypothesis is that 
sub-sectors with larger average firm size or employment size are more 
decentralized.  
3) Human capital by sub-sectors, which is measured by the percentage of labor with 
educational level higher than high school (including polytechnic, graduate and 
postgraduate degree holders) in the sub-sector. The hypothesis is that the 
sub-sectors with higher percentage of better educated labor are more centralized;   
4) Percentage of overseas firms in the sub-sector, which is to test the influences of 
overseas firms on a sub-sector’s degree of concentration.  
Besides the corporate database maintained by SHAIC, anther data source is the 
Shanghai Economic Census published in the October of 2006, which provided the 
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aggregated data on the sub-sectors in Shanghai. The information on average firm size, 
sectoral employment size and labor’s educational level are collected from the census 
data (SHSB, 2006).  
Table 5-10: Estimation statistics for the determinants of density gradients by the 
sub-sectors 
 Dependent variables: the density gradient by sectors 























Percentage of labors  





Ln (Average firm size) 0.006 
(0.015) 
 










Adjusted R square  0.565 0.590 
N 68 68 
Note: Standard errors reported in parentheses. *** denotes significance at 0.01 level. ** denotes 
significance at 0.05 level.  * denotes significance at 0.1 level.  
The data used in the regression pass the collinearity test and meet the requirements of 
regression analysis. The results are reported in Table 5-10. All variables show the 
expected signs. In terms of the three sectoral groups, manufacturing sub-sectors tend 
to display a more flattened distance-decay pattern (0.099), which indicates they are 
more decentralized. Personal service sub-sectors are significantly more centralized 
(-0.236), while producer service sub-sectors show a sign of concentration but not 
significant. The results indicate that, in Shanghai, the spatial structure of the three 
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sectoral groups is that personal services, producer services and manufacturing are 
orderly locating away from central city to peripheral area. A notable difference with 
the regularity in western cities is that personal services are more centralized than are 
the producer services. It may be attributable to two reasons: firstly, producer services 
in Shanghai are in an early stage as they only started to develop after 1980s. The 
producer services are more depend on the distribution of manufacturing firms rather 
than on the central city’s agglomeration economies. This issue is further addressed in 
Chapter 6; secondly, consumer behavior of the residents in Chinese cities are different 
from that in western cities, as consumers in Chinese cities are more dependent on 
public transportation which has a strong orientation towards the central city (Wang 
and Jones, 2002).  
In terms of human capital, the sub-sectors with higher percentage of labor above high 
school educational level are found to be more centralized, which conforms to the 
theory that idea-sharing plays an important role in agglomeration, or the concentration 
(Glearser and Kahn, 2000). The result implies that a city dominated by 
knowledge-intensive industries (e.g. high-tech manufacturing, finance, insurance, real 
estate) would be more centralized. In Shanghai, 46% of all employment did not 
receive high school education while only 11% received tertiary education (Shanghai 
Economic Census, 2006). Therefore the percentage of labor above high school 
educational level is more sensitive in statistics to measure the differences between 
sub-sectors’ human capital than the percentage of labors with tertiary education is.  
CHAPTER FIVE 
 139
Theoretically it would make sense to compare the density gradient across the sectors 
after control for the differences in the average employment per firm rather than the 
differences in the total employment of the sub-sector. However, it is the total 
employment size of a sub-sector rather than the average firm size of the sub-sector 
that has a significant effect on its density gradient. The larger employment size is a 
sub-sector, the more decentralized is the location pattern of firms in the sub-sector. 
The implication is that a city’s spatial structure is linked with its economic structure in 
a way that its main economic sector would intend to locate away from the central city.  
The percentage of overseas firms in a sector does not affect its density gradient, which 
may be because the overseas firms only account 5.7% of all the firms in Shanghai. 
The differences of location pattern between overseas firms and domestic firms are 
investigated further in the next section.  
5.5 Location Pattern of Firms by Ownerships 
5.5.1 Spatial Distribution Pattern of Firm Density by Ownerships 
An intriguing question associated with the imprints of globalization on urban spatial 
structure is whether the location of overseas firms is different from the overall pattern 
of firm location. This section explores the spatial patterns of domestic and overseas 
firms in Shanghai. Table 5-11 reports some of the summary statistics of firm densities 
across the three broad geographic zones as defined by the Inner Ring Road and the 
Outer Ring Road.  
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In general, the spatial patterns of both domestic firms and overseas firms still unfold a 
distance-decay pattern from the urban center. Within the inner belt, the densities of 
domestic firms ranged from 301.20 to 4763.71 firms per sq. km., while the densities 
of overseas firms ranged from 12.31 to 472.90 firms per sq. km. In between the Inner 
Ring Road and the Outer Ring Road, the densities of domestic firms ranged from 
31.05 to 1296.14, while the densities of overseas firms ranged from 1.43 to 309.20 
firms per sq. km. In the areas beyond the Outer Ring Road, densities ranged from 0 to 
497.68 and from 0 to 28.24 for domestic and overseas firms respectively. Both the 
mean densities decreased from the central to the fringe area (1425.65, 350.56 to 63.63 
for domestic firms, 123.60, 29.65, to 2.39 for overseas firms); overseas firms had a 
faster decrease in densities than domestic firms did. The coefficients of variations 
show that there were greater variations in the spatial distribution of overseas firms 
though. Furthermore, the variation between the inner belt and the outer belt was the 
highest for overseas firms, while the variation outside the outer belt was the highest 
for domestic firms. 
Table 5-11: Descriptive statistics of firm densities by the ownership types 




The domestic firms 
Within the inner belt 29 301.20 4763.71 1435.65  811.21 0.57
Between the inner belt 
and the outer belt 
39 31.05 1296.14 350.56  325.20 0.93
Outside the outer belt* 173 0.00 497.68 63.63  69.40 1.10
Total 241 0.00 4763.71 287.96 561.62 1.95
       
The overseas firms 
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Within the inner belt 29 12.31 472.90 123.60  115．56 0.93
Between the inner belt 
and the outer belt 
39 1.43 309.20 29.65  56.56 1.91
Outside the outer belt* 173 0.00 28.24 2.39  3.87 1.61
Total 241 0.00 472.90 22.60  62.86 2.78
Note: the Postal District 200540 is excluded. 
Figure 5-4: Choropleth maps of domestic and overseas firm densities distribution 
in Shanghai 
Source: SHAIC, 2005 
The location of domestic firms and overseas firms in Shanghai are shown in Figure 
5-4. The firm densities are organized into six groups by cut-off points of 50, 100, 200, 
400, and 1000 firms per sq. km. By observation, for the domestic firms the most 
densely concentrated area contains a large area within the Inner Ring Road. Outside 
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of the Outer Ring Road, the new towns (seat towns of Jinshan, Jiading, Qingpu, 
Songjiang, Nanhui, Chongming, Fengxian and other two towns Nanxiang, Zhujin) are 
the hot spots. By using the negative exponential function, the density gradient of 
domestic firms in Shanghai is derived as -0.26 (R-square 81.5%), which is the same 
as that of all firms in Shanghai.  
For the overseas firms, the most densely concentrated area splits into two parts: one 
within the Inner Ring Road with a much smaller size compared with that of domestic 
firms; and another in the Waigaoqiao ETDZ. Outside of the Outer Ring Road, there is 
no postal code with overseas firm density higher than 50 firms per sq. km. The 
density gradient of overseas firms in Shanghai is -0.31, with an R-square of 52.7%.  
Both the choropleth map and the density gradients show that the overseas firms do 
have a distinct location pattern. A notable difference between the overseas and the 
domestic firms in location is that the overseas firms are more concentrated in the 
central city.   
Table 5-12: Estimation statistics for overseas and domestic firms in the three sectoral 
groups 




Domestic 0.5279 214 342.97 94.01 18.08 -.0673 12.11 
Overseas 0.3639 214 158.25 13.07 12.33 -.0686 8.17 
Producer services firms 
Domestic 0.8048 214 648.20 1474.95 22.89 -.2606 18.48 
Overseas 0.3861 214 820.97 109.53 8.80 -.2992 7.31 
Personal services firms 
Domestic 0.8308 214 710.04 1308.10 24.54 -.3390 20.79 
Overseas 0.5825 214 194.88 53.17 12.94 -.3563 11.03 
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Further comparisons between the density gradients of domestic firms and that of 
overseas firms across the three sectoral groups (i.e. manufacturing, producer services 
and personal services) show that overseas firms were more centralized than domestic 
firms were in all the three groups. Shown in Table 5-12, the coefficients of b are 
-0.0673 vs. -0.0686, -0.2606 vs. -0.2992, and -0.3390 vs. -0.3563. However, the R 
squares of overseas firms in the three groups are all less than that of domestic firms 
(0.5279 vs. 0.3639, 0.8048 vs. 0.3861, and 0.8308 vs. 0.5826). It indicates that density 
of overseas firms fits into the exponential distance-decay model less well than the 
density of domestic firms does.  
5.5.2 The Degree of Dissimilarity and Regularities 
This section measures the degree of dissimilarity between the location of domestic 
firms and that of overseas firms (for details see the section 3.4). A family of 
dissimilarity indices measuring segregation degree is advanced by incorporating 
spatial components (Wong, 2002). In this study, the dissimilarity D(s) is employed to 
measure the degree of dissimilarity across sub-sectors in Shanghai. A higher value of 
the index (the maximum value is one and the minimum is zero) indicates more 
differences between domestic and overseas firms in the spatial distribution of 
densities. 
Table 5-13: Degree of dissimilarity between domestic and overseas firms by the 
sub-sectors 
Code Sub-sector Spatial 
D(s) 




13 Food processing 0.4341 49 Decoration  0.5875
14 Food manufacturing 0.3833 50 Geological survey 0.7557
15 Beverage manufacturing 0.5654 53 Road transportation 0.6745
17 Textile industry 0.3562 55 Transportation on water 0.6481
18 Apparel 0.2981 57 Transportation auxiliary 0.5618
19 Leather, furs and related 0.3833 59 Storage and logistics 0.6691
20 Timber& bamboo processing 0.4538 60 Post and telecommunication 0.7711
21 Furniture manufacturing 0.4487 61 Household commodity wholesale 0.5780
22 Papermaking and products 0.4501 62 Machinery and equipment wholesale 0.6461
23 Printing 0.4593 63 Other wholesale 0.8039
24 Cultural and sports goods 0.3663 64 Retails 0.3499
25 Petroleum processing 0.6491 65 Commercial agent and services 0.5355
26 Raw chemical materials  0.3308 67 Restaurants  0.3502
27 Pharmaceutical products 0.4343 68 Financial industry 0.6261
28 Chemical fiber 0.7155 70 Insurance 0.6926
29 Rubber products 0.5970 72 Real estate development 0.3807
30 Plastic products 0.3514 73 Real estate management 0.4195
31 Non-metal products 0.3398 74 Real estate agent and services 0.3428
32 Ferrous metal processing 0.6918 75 Public services 0.5023
33 Nonferrous metal processing  0.6036 76 Household services  0.4092
34 Metal products 0.3262 78 Hotel 0.5373
35 Ordinary machinery manufacturing 0.3602 79 Lease services 0.8668
36 Special equipment manufacturing 0.3670 81 Entertainment 0.4279
37 Transportation equipment 0.3228 82 Consultant services  0.4884
40 Electrical equipment& machinery 0.3639 83 Computer application services 0.5224
41 Electronic& telecommunications equipment 0.4037 84 Other social services 0.6254
42 Instruments and office machinery 0.4226 85 Health 0.7407
43 Other manufacturing 0.3717 86 Sports 0.7141
44 Electricity& stream supply 0.9123 90 Cultural and art 0.5517
45 Gas supply 0.9128 91 Broadcast, movie and TV  0.8150
46 Water supply 0.9280 92 Research organization 0.6551
47 Civil engineering& construction 0.5586 93 Technical services 0.4966
48 Pipeline construction 0.6036 99 Representative& headquarter or others 0.3671
Note: only the sectors with percentage of overseas firms larger than 1% are included.  
Table 5-13 reports the degree of dissimilarity between domestic and overseas firms 
across sub-sectors in Shanghai. Among the sub-sectors, apparel (code 18), 
transportation equipment (37), metal products (34), raw chemical materials (26), and 
non-metal products (31) are the five sub-sectors with the lowest value of the 
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dissimilarity index. This means that the spatial patterns of overseas firms in these five 
sub-sectors are mostly similar to those of domestic firms. Clearly, all the five 
sub-sectors belong to the manufacturing group. Technical services (93), research 
organization (92), broadcast, movie and TV (91), cultural and art (51), and sports (86) 
are the five sub-sectors with the highest value of the dissimilarity index, which means 
that the location pattern of overseas firms in these five sub-sectors are mostly 
different from the patterns of domestic firms. These five all belong to public-services, 
in which the location choices of domestic firms comply with government’s plan.  
The possible determinants of the degree of dissimilarity by sub-sectors are further 
examined by a multivariate linear regression. The dependent variable is the degree of 
dissimilarity reported in Table 5-13. The tested variables include four categories: 1) 
types of sectoral groups (i.e. manufacturing, producer-services, or personal-services), 
which is set as dummy variables; 2) human capital which is measured by the 
percentage of labors above high school; 3) employment size; and 4) the percentage of 
overseas firms.  
Table 5-14: Estimation statistics for the determinants of dissimilarity degree by the 
sub-sectors 





























Adjusted R square  0.629 
N 64 
Note: Standard errors reported in parentheses. *** denotes significance at 0.01 level. ** denotes 
significance at 0.05 level.  * denotes significance at 0.1 level.  
The regression results are reported in Table 5-14. In terms of the three sectoral groups, 
overseas firms in manufacturing group are most likely to form a similar pattern with 
that of domestic firms, following producer services and personal services in order. 
The factor of human capital does not have a significant effect on the degree of 
dissimilarity across sub-sectors.  
The employment size has a negative significant effect on a sub-sector’s degree of 
dissimilarity. It indicates that the larger employment size is a sub-sector, the more 
similar pattern between overseas firms and domestic firms in the sub-sector. Besides, 
the percentage of overseas firms in a sub-sector has a significantly negative effect on 
its dissimilarity index. It suggests that the more overseas firms in a sub-sector, the 
more similar pattern between the domestic and the overseas firms in the sub-sector.  
5.6 Summary 
The foregoing analysis indicates that the overall spatial pattern of economic activities 
(firms) in Shanghai conforms to the distance-decay pattern informed by the urban 
theories. Furthermore, the overall spatial pattern of firms is more centralized than that 




By grouping firms into sub-sectors, mapping the firm densities by postal districts, and 
calculating the density gradients, the degree of concentration of firms across 
sub-sectors are found to vary markedly: 1) most the sub-sectors show a 
distance-decay pattern of firm density distribution, which indicates that the central 
city still dominated the Shanghai’s economic structure; 2) some manufacturing firms 
(i.e. petroleum processing and chemical fiber) have positive density gradient inferring 
that these firms are more likely to locate far away from the central city. On the 
opposite, printing firms are the most centralized manufacturing firms which is more 
centralized than the population is; 3) in terms of the three sectoral groups, 
manufacturing firms are more dispersed than producer service are while producer 
service firms are more dispersed than personal service firms are; 4) the sub-sectors 
with higher education attainment of labor force or smaller employment size tend to 
locate near to the central city. 
From the perspective of ownership (overseas versus domestic), the two types of firms 
are found to display different spatial patterns, and the degree of dissimilarity varies 
across sub-sectors. For all the firms in Shanghai, the location pattern of overseas firms 
is generally more centralized than is the domestic firms, so are the firms in the three 
sectoral groups, i.e. manufacturing, producer services, and personal services. In terms 
of the degree of dissimilarity, the spatial patterns of overseas firms in manufacturing 
are the most similar to that of domestic firms, while the spatial patterns of overseas 
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firms in producer services and personal services are more different to that of domestic 
firms. Besides, the overseas firms in a sub-sector with larger employment size tend to 
locate similarly to the spatial pattern of domestic firms. And the higher proportion of 
overseas firms in a sub-sector, the more similar between the patterns of domestic and 




Location Determinants of Firms 
6.1 Introduction 
This chapter intends to identify the location determinants of firms and examine how 
and to what degree they have effects on firm location. The existing theories (see 
relevant literature review in Chapter 2) include two groups of the location 
determinants: geographical heterogeneity (first nature) and agglomeration economies 
(second nature). In this study, the contributions of determinants are quantified. The 
three main sectoral groups, i.e. manufacturing, producer services and personal 
services, are focused. Each group is further divided into domestic firms and overseas 
firms in order to explore their different locational behaviors. After setting forth the 
empirical model in Section 6.2, Section 6.3 elaborates the model specifications, the 
variables estimation and specific hypotheses to be tested. Section 6.4 presents the 
empirical results. Section 6.5 summarizes the findings and discusses the linkages 
between the firm locational behavior identified in this chapter and their aggregated 
spatial patterns presented in Chapter 5.  
6.2 The Empirical Model 
The theories on spatial determinants in firm locational behavior are dated back to the 
classical Weberian model (Weber, 1929), which emphasizes on transport cost 
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minimization. Mathematically, a firm’s optimal location is the point minimizing the 
sum of the weighted distances to a finite number of points representing markets 
and/or input sources. Within the realm of microeconomics, Isard (1956) has shown 
that the firm maximizes its profit by locating at the point of least transport cost only 
when the production function has fixed technical coefficients. Since then the focus in 
firm location theory has moved from the least transport cost approach to profit 
maximization approach. Now the generally accepted understanding in modeling firm 
location is that firms will choose a site with particular attributes that are optimal to the 
firm in terms of the profit-maximization criteria (Hansen, 1987; Lee, 1989; Shukla 
and Waddell, 1993; Wu, 2000b).  
In this view, a firm’s location is decided as a solution of the following profit 
maximization function across the possible location i within a city: 
iiixiii LRXPZXLPF −−),,(max ,                              (1) 
where Li, Xi, Zi are respectively the firm’s purchased land input, purchased non-land 
inputs, and a vector of non-purchased inputs associated with the location 
characteristics including the “first nature” force (e.g. spatial accessibility, political 
preferential policies) and the “second nature” factors (agglomeration economies). P 
denotes the output price and Px denotes the prices of purchased non-land inputs (e.g. 
labor and capital), which are assumed to be invariant with location within the city. Ri 
is the land price which varies spatially. Assuming the firms in a specific industry are 
identical and need the same inputs (e.g. labor, capital, land), we can specify the 
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maximum profit by a firm in a specific industry at the location i: 
),( iii RZPFPF = .                                             (2) 
In the classic bid-rent theory, a particular site is occupied by the firm willing to pay 
the highest bid-rent, which depend on the attractiveness of the site to the firm in a 
particular industry. A firm would move to a site if the bid rent there is lower than the 
expected rent level, which implies that the firm is making extra-profit as compared to 
firms in other locations. More firms would move to the site until the bid rent increases 
to the expected rent level. Meantime, too many firms lead to unreasonable high bid 
rent, and thus force the “extra” firms out. Therefore when the spatial equilibrium is 
formed, all firms in the specific industry would make the same profit across the city 
and no firm have incentive to relocate. That is, PFi is fixed. In this case, the land price 
Ri at the location i is decided by Zi,  
)( ii ZRR =                                                 (3) 
From the perspective of a particular site i, the bid price is pushed higher by the 
increasing demands there, or by the increasing number of firms moving in there. To 
keep the simplicity, the increase of bid rent (ΔRi) is assumed to be proportional to the 
ratio between the number of “new” firms (ΔNi) and the number of existing firms (Ni) 
as the following function: 
iiiii RgNRgNN
*)ln()(/ =∝⇒Δ=Δ ,                    (4) 
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where Ni is the number of firms on site i. Keeping in mind that the firms in a 
particular industry are assumed to be identical in land-use size, combining the 
function (3) and (4), the number of firms in unit land (the density of firms) can be 
estimated by the function: 
iiii eZfZRgD +== )())((*)ln( ,                         (5) 
where Di is the density of firms in site i and Zi represents the site characteristics. This 
is the empirical model for this study. The simple version of the story underpinning the 
model is that, the better location advantage (the better Zi) is a site, the more firms 
intend to locate there, and thus the higher firm density is on the site.  
In this study, the main purpose of the modeling is to investigate and compare the 
location determinants of firms in different sectors and ownership. The independent 
variables, Di, include six types of firm densities in postal districts of Shanghai: 
domestic manufacturing, overseas manufacturing, domestic producer services, 
overseas producer services, domestic personal services, and overseas personal 
services. The independent variables, Zi, are decomposed into two groups of 
explanatory variables (i.e. geographical heterogeneity variables and agglomeration 
economies variables), and examine how the site characteristics contribute differently 
to the spatial distribution of firms in Shanghai.  
Another purpose of the modeling is to decompose the “first nature” force and “second 
nature” force in explaining the location pattern. In particular, it is to quantify how 
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much of the spatial variation of the firms can be attributed to geographical 
heterogeneity such as spatial accessibility and political preferential policies. 
Theoretically, although the geographical heterogeneity triggers firm agglomeration 
process (for example, the district near a port or a railway station emerged as CBD, see 
Moses and Williamson, 1967), the final spatial pattern is the result of influences from 
both first and second nature factors. Therefore the empirical challenge is to 
disentangle the effects of these first nature and second nature forces. Following 
Roos’s (2005) approach, ANOVA is used to quantify the effects in the following form: 
sfsfu VVVVV +++= ,                                    (6) 
where V is the total spatial variance, Vu is the spatial variance which cannot be 
explained by the model, Vf is the spatial variance caused by net first nature force, Vfs 
is the spatial variance caused by first nature via second nature force, and Vs is the 
spatial variance caused by net second nature force. How the types of variances are 
defined and calculated exactly is explained in the next section.  
6.3 Model Specifications and Testing Hypotheses 
Table 6-1 reports the list of explanatory variables used in this study. Generally, the full 
set of variables includes two groups: geographical heterogeneity variables and 





Table 6-1: List of explanatory variables used in the regressions 
Variable   Description 
1) Geographical heterogeneity variables  
DCBD Distance to the CBD (unit: kilometer) 
DHIGHWAY Distance to the nearest highway (unit: kilometer) 
DAIRPORT Distance to Hongqiao Airport (unit: kilometer) 
ETDZ A dummy variable=1 if the postal district is located within 
Economic and Technological Development Zones, 0 
otherwise 
NEWTOWN A dummy variable=1 if the postal district is located within 
the New Towns, 0 otherwise 
2) Agglomeration economies variables 
P The population agglomeration economies, with 
distance-decay coefficient as -0.50 (unit: 100,000 persons) 
M The manufacturing agglomeration economies, with 
distance-decay coefficient as -1.00(unit: 1,000 firms) 
PD  The producer services agglomeration economies, with 
distance-decay coefficient as - -1.00 (unit: 1,000 firms) 
PS The personal services agglomeration economies, with 
distance-decay coefficient as -1.00 (unit: 1,000 firms) 
P* Net second nature force of the population agglomeration 
economies, with distance-decay coefficient as -0.50 (unit: 
100,000 persons) 
M* Net second nature force of the manufacturing agglomeration 
economies, with distance-decay coefficient as -1.00(unit: 
1,000 firms) 
PD*  Net second nature force of the producer services 
agglomerations, with distance-decay coefficient as -1.00 
(unit: 1,000 firms) 
PS* Net second nature force of the personal services 
agglomeration economies, with distance-decay coefficient as 
-1.00 (unit: 1,000 firms) 
Note: For detailed function to calculate the agglomeration economies variables, see 
Section 6.3.3.  










   (I). 
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CBD, HIGHWAY and AIRPORT represent the geographical heterogeneity associated 
with spatial accessibility, while the ETDZ and NEWTOWN represent the 
heterogeneity caused by different political preferential policies. Conceptually, these 
spatial heterogeneity variables contain the combined influences of net first nature 
force (Vf) and the influences of first nature via second nature force (Vfs). P*, PD* and 
PS* represent the influences of net second nature force (Vs), which are the residuals 
calculated from P, PD and PS respectively in the following way to subtract the 




Therefore the R-square of regression I captures the gross influences of net first nature, 
first nature via second nature, and net second nature forces, which actually is the 
Vf+Vfs+Vs in Formula 6. To separate the influences, two more regressions are needed 
as the following: 
ε++++= PSaPDaPaaDM 3210)ln(                  (II), 
ε++++= ***)ln( 3210 PSaPDaPaaDM               (III). 
The R-square of regression II captures the combined influences of first nature via 
second nature force and the influences of net second nature force, which is the Vfs+Vs. 
And the R-square of regression III captures the influence of net second nature factors, 
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which is the Vs. By subtracting the R-square of regression II from regression I and the 
R-square of regression III from regression II, the influences of net first nature, first 
nature via second nature, and net second nature forces are explicitly decomposed and 
computed.  
6.3.1 Geographic Heterogeneity Variables 
Variable specification 
The geographic heterogeneity variables include two categories: one caused by 
different spatial accessibility and the other caused by various state policies. The first 
category includes accessibility variables such as DCBD (the distance to CBD), 
DAIRPORT (the distance to airport), and DHIGHWAY (the distance to the nearest 
highway). The second category includes policy variables, i.e. ETDZ and NEWTOWN. 
Because these factors and firm location are mutually influenced (for instance, 
highway may be the reason of firm concentration or the result of it), the initial 
conditions of the factors in early 1980s when the firms in Shanghai began to develop 
and choose location in a market mechanism are used in regression analysis in order to 
avoid this problem of endogenesis.  
Here the definition of CBD refers to the Bund, which is slightly different from the 
definition in the Shanghai Master Plan 1999. Geographically the Bund is at the 
intersection of Suzhou Creek and Huangpu River, and historically it was the first 
foreign enclave when Shanghai was colonized. The Bund has represented the most 
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spatially accessible point in Shanghai since its origins. The straight line distance from 
the midpoint of the Bund to each centroid of the postal districts is measured as the 
distance to CBD, namely, DCBD.  
The airport refers to Hongqiao Airport, not the Pudong Airport. The reason to choose 
Hongqiao Airport rather than the Pudong Airport is that the former was set up in 1921 
and operated as the only civil airport in Shanghai from 1972; while the latter was 
initiated in 1997 and has been in operation since 1999 though the construction is not 
completed yet. The straight line distance from Hongqiao Airport to each centroid of 
the postal district is measured as the distance to AIRPORT, viz., DAIRPORT. 
Highways have become important in Shanghai’s economic geography since the 1980s 
(Zhe, 1999). The highways here comprise of the Inner Ring Road, the Outer Ring 
Road, Shanghai-Nanjing Road (Hu-Ning), Shanghai-Jiading Road (Hu-Jia), 
Shanghai-Pingpu-Zhujiajiao Road (Hu-Qing-Ping), Shanghai-Hangzhou Road 
(Hu-Hang), Jiading-Jinshan Road (Jia-Jin), Shanghai-Luchao Port Road (Hu-Lu), 
Shanghai-Pudong Airport Road (Yinbing), etc. All the roads were the main 
transportation lines from 1980s. For each postal district, the straight line distances 
from its centroid to all the highways are measured but only the nearest distance is 
taken as DHIGHWAY and used in the regressions.  
Two variables representing the policy heterogeneity are dummy variables. The first 
variable is ETDZ, which includes twenty nine Economic and Technological 
Development Zones (ETDZs) at the national level (14) and the municipal level (15) 
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(for details refer to Figure 4-5). The postal districts with their centroids falling in the 
ETDZs are given the value one, otherwise zero.  
The second variable is NEWTOWN, which are defined in Shanghai’s Master Plan 
1983. There are 11 new towns, Baoshan, Anting, Jiading, Nanxiang, Wujin, Minhang, 
Songjiang, Jinshan, Qingpu, Nanqiao, and Huinan. Eight of them are the government 
seats of respective district and three (Anting, Nanxiang, Wujin) are the important 
industrial towns from the 1970’s. Also the postal districts with their centroids falling 
in the new towns are given the value one, otherwise zero. It is of note that sometimes 
the ETDZ or the new town is far larger than a postal district, which means there are 
more postal districts with value one than the number of ETDZ or new towns. 
Testing hypotheses 
In theory, CBD is usually a strong pulling factor in location decision-making of firms. 
Its superior spatial accessibility (e.g. around railway station, harbor) triggered the 
concentration of firms in a city’s early stage, then the arisen agglomeration economies 
accentuate its prestige. Thus the sign of DCBD is hypothesized as negative. However, 
the proximity to CBD would be valued differently for the firms in different industries. 
Services firms are supposed to value the CBD location more than manufacturing firms 
do. 
DAIRPORT and DHIGHWAY are supposed to be negatively significant for the 
industries which are more relied on land transportation or air transportation 
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respectively. Manufacturing firms are supposed to rely on land transportation heavily; 
and overseas firms are supposed to rely more on air transportation than domestic 
firms do.  
ETDZ can be regarded as a spatial determinant reflecting a bundle of incentives (e.g. 
tax-holidays and exemptions, cheap land, and low-price infrastructure services) to 
overseas firms especially large manufacturing firms, offered by local and central 
governments. Therefore the ETDZs could be a pulling factor in the location 
decision-making of overseas manufacturing firms.  
The new towns are the key places in suburban Shanghai, which have received more 
support (e.g. fiscal support, infrastructure construction, industrial allocation, etc.) 
from the Municipal Government and district governments than other towns and 
villages. Although the towns are small in size when compared with the central city, 
they are significantly important in the rural area of Shanghai. Thus they are supposed 
to be a positive factor for most types of firms.  
6.3.2 Agglomeration Economies Variables 
Variable specification 
The second category of variables intends to measure the role of agglomeration 
economies in firm’s location pattern. In theory, the sources of agglomeration 
economies consist of labor market pooling, intermediate suppliers and knowledge 
spillover, which arise from the spatial interactions between firms and people, and also 
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between firms (Marshall, 1964, Fujita and Ogawa, 1982). A widely used mathematic 








)exp( β  
where Pi is the agglomeration economies (interaction intensity) at location i; Aj can be 
the population of street office district j or the firm number of postal district j; dij is the 
distance between districts i and j; and β is the distance-decay parameter, which 
represents how fast the spatial interactions vanish across the space. A larger value of β 
indicates that the geographic distance is more important as people (or firms) further 
apart are interacted less intensively.  
There are two groups of agglomeration economies to calculate. The first is the 
population agglomeration economies. In the corresponding formula, Aj is the 
population of street office district j; dij is the distance between the centroid of postal 
district i and centroid of street office j. The second group includes the agglomeration 
economies of firms in the three main sectoral groups, i.e. manufacturing, producer 
services, and personal services. In the corresponding formula, Aj is the firm number of 
postal district j; dij is the same as that in the formula of population agglomeration 
economies.  
It is believed that the agglomeration economies between firms are more influenced by 
geographical distance than are the agglomeration economies between firms and 
population. Thus the β of firm agglomeration economies is larger than that of 
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population agglomeration economies. Shukla and Waddell (1991, p238) set the β 
value as 0.25 for population and 0.75 for employment in different industries and 
achieved ideal results; Wu (2000b, p2455) set the β value as 0.5 for population in his 
regression analysis. In this study, several rounds of regressions are conducted to test 
the results of setting the β values as 0.25, 0.50, 0.75 and 1.00. It is found that the β 
value as 0.5 for population explains the best, while the β value as 1.0 for firms 
explains the best. However, the optimal value of the β is not the purpose of this thesis. 
Here the β for population is set as 0.5 and the β for firms is set as 1.0.  
The calculation would be tedious without the aid of GIS. In order to calculate 
population agglomeration economies, the measurement of the distance between street 
office centroids (population) and postal district centroids (firms) leads to a 216*291 
matrix. In order to calculate firm agglomeration economies, the measurement of the 
distance between postal district centroids leads to a 216*216 matrix.  
After the calculation of P, M, PD, and PS, P*, M*, PD*, and PS* are computed in the 
way previously introduced in order to subtract the influences of first nature force. To 
keep the results commensurable, the unit for population agglomeration economies (P 
and P*) is set as 100,000 persons and the unit for firm agglomeration economies is set 
as 1,000 firms. 
Testing hypotheses 
The factor of population agglomeration economies represents the accessibility to labor 
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market pooling and also knowledge spillover, which is hypothesized to be positive to 
all the types of firms. For personal services firms particularly, residents are their main 
clients so that the factor of population agglomeration economies is supposed to be 
more significant in their location pattern. For the firms in different industries, it is 
intuitive that producer services firms are more relied on firm agglomeration 
economies as they provide services for other firms rather than for urban residents.  
Theoretically, the factor of firm agglomeration economies contains localization 
economies benefiting firms in the same industry and urbanization economies 
benefiting firms across industries. However, to avoid the collinearity between the 
dependent variables (firm density) and firm agglomeration economies, the 
investigation on own-industry localization economies is taken out in the regressions 
because the firm density (DM, DPD, DPS) in particular postal district is highly 
correlated with the value of firm agglomeration economies (M*, PD*, PS*) in 
own-industry. In fact, one way to encounter the problem is to use the time lagged 
value which is however constrained by data availability.  
6.4 Empirical Findings 
Estimation results are reported in Tables 6-2 to 6-7. For the firms in each sectoral 
group (manufacturing, producer-services and personal-services) and ownership types 
(domestic and overseas), coefficient estimates, standard errors and significance levels 
are reported, as well as R-square, adjusted R-square and the F value for all the 
regressions. Keeping in mind that the overseas firms only occupy a small part in all 
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the firms (refers to Table 5-3), the results of domestic firms represents the general 
spatial distribution pattern of firms in Shanghai. The results are discussed by sectoral 
groups.  
6.4.1 Manufacturing Firms 
Table 6-2 Estimation statistics for domestic manufacturing firms in Shanghai 
Dependent variables: log term of the firm density in postal district 






















P  0.091* 
(0.048) 
 
PD  0.012 
(0.113) 
 















R2 0.596 0.491 0.086 
Adjusted R2 0.581 0.484 0.073 
F value 38.206 68.139 6.671 
Note: Standard errors reported in parentheses. *** denotes significance at 0.01 level. 
** denotes significance at 0.05 level.  * denotes significance at 0.1 level.  
According to the results of regression I, for domestic manufacturing firms the R 
square is 0.596 which means 59.6% of the variance of log term of the firm densities 
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can be explained by the model, or the net first nature, first nature via second nature, 
and net second nature forces all (see Table 6-2). The variables of geographical 
heterogeneity significant at 0.01 level are DCBD, DHIGHWAY, and NEWTOWN. 
The negative sign of the CBD and highways indicates that both the factors exert a 
significant pulling influence on domestic manufacturing firms. The coefficients in the 
model can be interpreted into the percentage changes of firm density in postal districts 
holding other variables fixed (refers to Formula 4 in Section 6.2 for the mathematical 
expression). It means that, if the postal district is 1 km. nearer to the CBD or the 
nearest highway, its firm density increases 3.5% or 6.8% respectively. The positive 
sign of NEWTOWN also shows that it is a significant pulling factor for the firms. Its 
coefficient suggests that, if the postal district locates in a new town, the firm density 
increase 88.4%. For the three agglomeration economies variables, only the net 
agglomeration economies of personal services firms is significant at 0.05 level, which 
indicates that the postal district with more personal services firms are attractive. If the 
personal services agglomeration economies increase 1,000 firms, domestic 
manufacturing firms would increase 38.0%.  
According to the results of regression II, first nature via second nature and net second 
nature forces explain 49.1% of the total variance. Based on regression III, net second 
nature force explains 8.6% of the variance. Therefore for domestic manufacturing 
firms, net first nature force accounts for 10.5% (59.6%-49.1%), first nature via second 
nature force accounts for 40.5% (49.1%-8.6%), and net second nature force only 
accounts for 8.6%.  
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Table 6-3 Estimation statistics for overseas manufacturing firms in Shanghai 
Dependent variables: log term of the firm density in postal district 




















P  0.217*** 
(0.072) 
 
PD  0.694*** 
(0.171) 
 















R2 0.726 0.445 0.053 
Adjusted R2 0.715 0.437 0.040 
F value 68.118 56.389 3.971 
Note: Standard errors reported in parentheses. *** denotes significance at 0.01 level. 
** denotes significance at 0.05 level.  * denotes significance at 0.1 level. 
For overseas manufacturing firms the R square is 0.726, meaning that 72.6% of the 
variance of log term of the firm densities can be explained (see Table 6-3). All the five 
variables of geographical heterogeneity are significant, DCBD, DAIRPORT, ETDZ, 
NEWTOWN at 0.01 level and DHIGHWAY at 0.05 level. The negative sign of the 
CBD, DHIGHWAY, and DAIRPORT indicates that they have a pulling influence for 
overseas manufacturing firms. The coefficients indicate that, if the postal district is 1 
km. nearer to the CBD, the Hongqiao Airport, and the nearest highway, the firm 
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density increases 3.6%, 3.9% and 6.1% respectively. The positive signs of ETDZ and 
NEWTOWN suggest that they both are significant pulling factors for overseas 
manufacturing firms. The coefficients suggest that, if the postal district locates in an 
ETDZ or in a new town, the firm density increases 45.0% or 107.7% respectively. For 
the three agglomeration economies variables, only the agglomeration economies of 
producer services firms is significant at 0.01 level, which indicates that the postal 
district with more producer services firms are attractive for the overseas firms. The 
density of overseas manufacturing firm increases 50.7% with an increase of 1,000 
firms in producer services agglomeration economies.   
According to the results of regression II, first nature via second nature and net second 
nature forces explain 44.5% of the total variance. Based on regression III, the net 
second nature force explains 5.3% of the variance. Therefore for overseas 
manufacturing firms, net first nature force accounts for 28.1% (72.6%-44.5%), first 
nature via second nature force accounts for 39.2% (44.5%-5.3%), and net second 
nature force only accounts for 8.6%. 
When comparing the results of overseas firms with those of domestic firms, four 
points are of note. Firstly, the airport factor is significant for overseas manufacturing 
firms but not significant for domestic manufacturing firms. It is consistent with the 
fact that large parts of overseas manufacturing firms in Shanghai are export-orientated 
and thus may be more relied on air transportation. Secondly, the ETDZ factor is only 
significant for overseas manufacturing firms. For domestic manufacturing it even 
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displays negative sign (pushing force). The result implies that ETDZs in Shanghai 
play an important role in attracting FDI, but have little influence to the spatial 
distribution of domestic manufacturing firms. Thirdly, overseas manufacturing firms 
value producer services more, while domestic manufacturing firms value personal 
services more. The former may be attributable to the fact that overseas firms are 
similar to new entrants coming into an unknown environment. Therefore, compared 
with domestic firms which have known the local market well, overseas firms rely 
more on producer service firms. As such, they value the agglomeration economies 
associated with producer services highly. The latter may be due to the fact that 
relatively more workers in the domestic manufacturing firms are local people (i.e. 
Shanghainese); while relatively more workers in overseas manufacturing firms are 
floating people who come from other provinces. With their home in Shanghai, local 
people pay more attention on personal services than the floating people do. Therefore 
domestic manufacturing firms value personal services more. Fourthly, the influence of 
net first nature force on the distribution of overseas manufacturing firms is evidently 
higher than that on the distribution of domestic manufacturing firms, which suggests 
that the location with improved infrastructure and preferential policies would be more 
appreciated by overseas manufacturing firms.  
6.4.2 Producer Service Firms 
Table 6-4 reports the estimation results for domestic producer service firms. 
According to the results of regression I, the R square is 0.757 which means 75.7% of 
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the variance of log term of the densities can be explained for domestic producer 
service firms. 
Table 6-4 Estimation statistics for domestic producer service firms in Shanghai 
Dependent variables: log term of the firm density in postal district 






















P  0.312*** 
(0.068) 
 
M  1.028*** 
(0.194) 
 















R2 0.757 0.729 0.272 
Adjusted R2 0.748 0.725 0.262 
F value 80.713 190.362 26.399 
Note: Standard errors reported in parentheses. *** denotes significance at 0.01 level. 
** denotes significance at 0.05 level.  * denotes significance at 0.1 level. 
Three variables of geographical heterogeneity are significant at 0.01 level, which 
include DCBD, DHIGHWAY, and NEWTOWN. The coefficients of the three indicate 
that all the factors exert pulling influence for domestic producer service firms. If a 
postal district is 1 km. nearer to the CBD or to the nearest highway, its firm density 
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increases 6.7% or 14.5%. If the postal district locates in a new town, the firm density 
increases 144.8%. All the three agglomeration economies variables are significant, 
with population agglomeration economies and manufacturing agglomeration 
economies at 0.10 level and personal service agglomeration economies at 0.05 level, 
which is consistent with the common sense that the clients of producer service firms 
are other firms, especially the manufacturing firms. As indicated in the coefficient, the 
increase of 1,000 firms in manufacturing agglomeration economies causes the firm 
density of producer services increases 80.4%, while the same increase in personal 
services causes an increase of 32.9%. And an increase of 100,000 in population 
agglomeration economies leads to an increase of 41.5%.  
According to the results of regression II, first nature via second nature and net second 
nature forces explain 72.9% of the total variance. Based on regression III, net second 
nature force explains 27.2% of the variance. Therefore for domestic producer service 
firms, net first nature force only accounts for 2.8%, first nature via second nature 
force accounts for 45.7%, and net second nature force accounts for 27.2%. 
Shown in Table 6-5, for overseas producer service firms the R square is 0.824 
according to the results of regression I, which means that 82.4% of the variance of log 
term of the firm densities can be explained by the model. The four variables of 
geographical heterogeneity significant at 0.01 level are DCBD, DAIRPORT, 
DHIGHWAY, and NEWTOWN. The negative signs of DCBD and DHIGHWAY 
indicate that they are pulling factors for overseas producer service firms. The 
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coefficients indicate, if the postal district is 1 km. nearer to the CBD and the nearest 
highway, the firm density increases 14.9% and 21.7% respectively. The positive sign 
of NEWTOWN shows that they are also significant pulling factor for overseas 
producer service firms. The coefficients suggest that, if the postal district locates in a 
new town, the firm density increase 117.8%. However, the airport is a significant 
factor pushing firms away, which suggests that overseas producer service firms do not 
value the proximity to airport at all. 
Table 6-5 Estimation statistics for overseas producer service firms in Shanghai 
Dependent variables: log term of the firm density in postal district 




















P  0.604*** 
(0.103) 
 
M  0.517 
(0.319) 
 















R2 0.824 0.734 0.189 
Adjusted R2 0.815 0.729 0.174 
F value 92.338 150.156 12.638 
Note: Standard errors reported in parentheses. *** denotes significance at 0.01 level. 
** denotes significance at 0.05 level.  * denotes significance at 0.1 level. 
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For the three agglomeration economies variables, both the agglomeration economies 
of manufacturing and personal services are significant at 0.01 level, but with different 
signs. Judging from the coefficients, personal services agglomeration economies is 
valued by overseas producer service firms. The increase of 1,000 in personal services 
agglomeration economies leads to an increase of 79.9% in the firm density of 
overseas producer services. A possible reason is that the employees in overseas 
producer service firm have relatively higher salary and thus pay more attention to 
personal services. However the increase in manufacturing agglomeration economies 
leads to a decrease of 49.7%, which suggests that overseas producer service firms in 
Shanghai avoid locating near to manufacturing firms.  
According to the results of regression II, first nature via second nature and net second 
nature forces explain 73.4% of the total variance. Based on regression III, net second 
nature force explains 17.4% of the variance. Therefore for overseas producer service 
firms, net first nature force accounts for 9.0%, first nature via second nature force 
accounts for 54.5%, and net second nature force accounts for 18.9%. 
When comparing the results of overseas and domestic producer service firms, three 
points are of note. Firstly, the influence of CBD is valued by overseas producer 
service firms much more than by domestic producer service firms. According to our 
field survey, most of the Grade-A office buildings, i.e. the highest-quality and highest 
rent office buildings in Shanghai, are occupied by overseas producer service firms, 
which reflects that the overseas firms may value the prestige of CBD more and also 
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have higher capability to afford high rent (Han and Qin, 2007). That may be a reason 
why domestic producer service firms avoid locating in urban center while the 
overseas firms are keen to, which is also reflected in the case studies of Chapter 7. 
Secondly, the factor of manufacturing agglomeration economies is positively 
significant for domestic producer service firms but negatively significant for the 
overseas firms. It clearly displays the different locational behaviors between the 
domestic firms and the overseas firms. Thirdly, the influence of net first nature force 
on overseas producer service firms is two times larger than that on domestic producer 
service firms, which indicates that the overseas firms in producer services value the 
better spatial accessibility and preferential policies more than the domestic firms do. 
6.4.3 Personal Service Firms 
Table 6-6 reports the regression results of personal service firms. According to 
regression I, for domestic personal service firms the R square is 0.867 which means 
that 86.7% of the variance of log term of the firm densities can be explained. All five 
variables of geographical heterogeneity are significant but with different signs and 
significance level. The coefficients indicate, if the postal district is 1 km. nearer to the 
CBD and the nearest highway, the firm density increases 9.4% and 12.1% respectively. 
However, if the postal district is 1 km. nearer to Hongqiao Airport, the firm density 
decreases 1.3%. NEWTOWN is a significant spatial factor pulling firms. If the postal 
district locates in a new town, the density of personal service firms increases 169.0% 
holding other variables fixed. However, ETDZ displays a significantly pushing force 
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for domestic personal service firms. If the postal district locates in ETDZ, the density 
of personal service firms decreases 40.0% holding other variables fixed. 
Table 6-6 Estimation statistics for domestic personal service firms in Shanghai 
Dependent variables: log term of the firm density in postal district 






















P  0.561*** 
(0.036) 
 
M  0.809*** 
(0.172) 
 















R2 0.867 0.829 0.237 
Adjusted R2 0.862 0.827 0.226 
F value 168.405 342.467 21.912 
Note: Standard errors reported in parentheses. *** denotes significance at 0.01 level. 
** denotes significance at 0.05 level.  * denotes significance at 0.1 level. 
All the three agglomeration economies variables are significant, with population 
agglomeration economies at 0.01 level, manufacturing at 0.05 level and producer 
services at 0.10 level. As shown in the coefficient, the increase of 100,000 persons in 
the population agglomeration economies causes the firm density increases 51.0%. 
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Meantime, the increase of 1,000 firms in the manufacturing agglomeration economies 
or in the producer services agglomeration economies causes an increase of 37.2% and 
17.5% respectively. It is consistent with the intuition that the distribution of personal 
service firms is strongly tied with the distribution of population in Shanghai.  
According to the results of regression II, first nature via second nature and net second 
nature forces explain 82.9% of the total variance. Based on regression III, net second 
nature force explains 23.7% of the variance. Therefore for domestic personal service 
firms, net first nature force only accounts for 3.8%, first nature via second nature 
force accounts for 59.2%, and net second nature force accounts for 23.7%. 
Shown in Table 6-7, for overseas personal services firms the R square is 0.896 
according to the results of regression I, which means that 89.6% of the variance of log 
term of the firm density can be explained. The variables of geographical heterogeneity 
significant at 0.01 level are DCBD, DHIGHWAY, ETDZ, and NEWTOWN. The 
coefficients indicate, if the postal district is 1 km. nearer to the CBD or the nearest 
highway, or located in new towns, the firm density increases 10.0%, 15.1% or 126.7% 
respectively. Meanwhile, all the three variables of agglomeration economies are 
significant but with different signs. The negative signs of ETDZ and M* clearly 
indicate that overseas personal service firms avoid locating nearer to manufacturing 
firms. The coefficients indicate, if the postal district locates in an ETDZ, the firm 
density of overseas personal services decreases 77.9%. If the variable of 
manufacturing agglomeration economies increases 1,000 firms, the firm density of 
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overseas personal services decreases 70.9%. For the other two agglomeration 
economies variables, both the population agglomeration economies and producer 
services agglomeration economies display significantly pulling forces for overseas 
personal services firms. Based on the coefficients, the increase of 100,000 persons in 
population agglomeration economies leads to an increase of 41.6% in the overseas 
firm density, while the increase of 1,000 firms in producer services agglomeration 
economies leads to an increase of 64.2%. 
Table 6-7: Estimation statistics for overseas personal service firms in Shanghai 
Dependent variables: log term of the firm density in postal district 






















P  0.499*** 
(0.040) 
 
M  -0.432** 
(0.210) 
 















R2 0.896 0.869 0.539 
Adjusted R2 0.888 0.866 0.527 
F value 121.364 261.256 45.952 
Note: Standard errors reported in parentheses. *** denotes significance at 0.01 level. 
** denotes significance at 0.05 level.  * denotes significance at 0.1 level. 
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According to the results of regression II, first nature via second nature and net second 
nature forces explain 86.9% of the total variance. Based on regression III, net second 
nature force explains 53.9% of the variance. Therefore for overseas personal service 
firms, net first nature force only accounts for 2.7%, first nature via second nature 
force accounts for 33%, and net second nature force accounts for 53.9%. 
Comparing results of overseas personal service firms with those of domestic personal 
service firms, two points are of note. Firstly, overseas personal service firms display a 
strong intention to avoid locating near to manufacturing firms, while domestic 
personal service firms still value the proximity to manufacturing firms. Secondly, the 
influence of net second nature force on overseas personal service firms is evidently 
higher than that on domestic personal service firms, which suggests that overseas 
personal service firms are less depend on the geographical heterogeneity factors than 
domestic personal service firms are.  
6.5 Discussion 
6.5.1 Geographical Heterogeneity Variables 
Table 6-8 summarizes the coefficients and the significance level of geographical 
heterogeneity variables, i.e., DCBD, DAIRPORT, DHIGHWAY, ETDZ, and 




Table 6-8: Estimation results of geographical heterogeneity variables by the sectoral 
groups and the ownership types 
Variables  Manufacturing Producer services Personal services
Domestic  -0.035*** -0.067*** -0.094*** DCBD 
Overseas  -0.036*** -0.149*** -0.100*** 
Domestic  -0.003 0.037*** 0.013* DAIRPORT 
Overseas  -0.039*** 0.015 0.013 
Domestic -0.068*** -0.145*** -0.121*** DHIGHWAY 
Overseas -0.061** -0.217*** -0.151*** 
ETDZ Domestic  -0.151 -0.151 -0.400*** 
 Overseas  0.450*** 0.299 -0.779*** 
NEWTOWN Domestic  0.884*** 1.448*** 1.690*** 
 Overseas  1.077*** 1.178*** 1.267*** 
Note: *** denotes significance at 0.01 level. ** denotes significance at 0.05 level.  * 
denotes significance at 0.1 level. 
DCBD is a significant factor for all the firms. The coefficients of DCBD are 
consistent with the findings in Chapter 5. As the domestic firms dominated in number 
of firms, their location represents the general pattern of firm distribution in Shanghai. 
In general, the personal service firms value the proximity to CBD more than the 
producer service firms do. The producer service firms value the proximity to CBD 
more than the manufacturing firms do. For overseas firms, regardless of the sectoral 
groups (i.e. manufacturing, producer services or personal services) that they are in, 
access to CBD is highly valued. The tendency to be closer to the CBD is supported by 
the financial capability of being able to pay a higher office rent. Furthermore, 
overseas producer service firms value the CBD the highest. The DCBD coefficient of 
overseas producer service firms (-0.149) is evidently (at least 50%) larger than any 
DCBD coefficient of other types of firms. The result is consistent with the fact that 
the office buildings in Shanghai’s CBD are dominated by overseas producer service 
firms (SoFang, 2006).   
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The distance to Hongqiao Airport is not only a significantly pulling factor for 
overseas manufacturing firms, but also a significantly pushing factor for domestic 
producer service firms and personal service firms. The results suggest that air 
transportation is important to overseas manufacturing firms. However, domestic 
producer service and personal service firms would rather locate far away from the 
airport, maybe because of the noise or other nuisances (e.g. traffic congestion) caused 
by the airport.  
The distance to the nearest highway is significant for all the firms, which indicates 
that land transportation is a frequently used means for firms in Shanghai. According to 
the coefficients, the degree of the influence of DHIGHWAY on spatial distribution of 
firms decreases in the order of producer services, personal services, and 
manufacturing. 
ETDZ is a significant pulling factor only for overseas manufacturing firms, which 
coincides with the role of ETDZ defined in the government policies. However based 
on the coefficients, ETDZ plays a negative role in the distribution of domestic 
manufacturing firms, which reflects that the ETDZ policies have certain 
discrimination effect on the domestic firms. In recent years, it is argued that the ETDZ 
policies should be reviewed and amended to facilitate the concentration and 
development of both overseas and domestic manufacturing firms (Zhen, 2004).  
NEWTOWN is significant for all the types of the firms. The eleven new towns 
defined in the Master Plan 1983 act as “magnet” points in the rural area outside 
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central Shanghai. Although they are small in size compared with the central city, the 
new towns play an important role in shaping firm’s locational behavior in suburban 
Shanghai. According to the coefficients, the effects of the new towns on firm spatial 
distribution decreases in the order of personal services, producer services, and 
manufacturing firms. If Shanghai’s urban spatial structure is moving to a more 
poly-centric form, the new towns will play an increasing role in the near further.  
6.5.2 Agglomeration Economies Variables 
Table 6-9 summarizes the coefficients and the associated significance level of four 
agglomeration economies variables: P*, M*, PD* and PS*.  
Table 6-9: Estimation results of agglomeration economies variables by the sectoral 
groups and the ownership types 
Variables  Manufacturing Producer-services Personal-services
Domestic  0.009 0.415*** 0.510*** P* 
Overseas  0.059 0.179 0.416*** 
Domestic   0.804*** 0.372** M* 
Overseas   -0.497*** -0.709*** 
Domestic -0.051  0.175* PD* 
Overseas 0.507***  0.642*** 
Domestic 0.380** 0.329*  PS* 
Overseas -0.209 0.799***  
Note: Standard errors reported in parentheses. *** denotes significance at 0.01 level. 
** denotes significance at 0.05 level.  * denotes significance at 0.1 level.  
The linkages between population and firm agglomerations for the domestic firms can 
be summarized in Figure 6-1. The thicker arrow line represents that the influence is 
more significant. The influence is divided into three categories (i.e. strong, 
middle-level, and weak) according to the significance level. Shown in the figure, the 
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linkages that are the most significant for the domestic firms are three: the positive 
influence of population on the personal services, population on the producer services, 
and manufacturing on the producer services. The results conform to the 
basic/non-basic sector theory (Stabler and Louis, 1990). The personal services are no 
doubt non-basic sector serving local population so that the influence of population on 
personal services is significant and positive. In Shanghai, because the domestic 
producer services are still in an early stage, they have more tendency as non-basic 
sector serving the local needs especially the manufacturing firms. Besides the strong 
linkages, the manufacturing firms and the personal service firms have middle-level 
linkages between them and the producer service firms and the personal service firms 
have relatively weak linkages between them, which imply that the location with better 
personal services condition is valued by both manufacturing firms and producer 
services. It is also of note that population do not have influence on the distribution of 
manufacturing firms at the intra-city level, although they may have the influence at 
the inter-city level.  
 
Figure 6-1: The linkages among population and manufacturing, producer service, 
personal service agglomerations for the domestic firms 
Population Personal services 
Manufacturing Producer services 
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The linkages among population and firm agglomerations for the overseas firms are 
summarized in Figure 6-2. As indicated in the figure, the linkages that are most 
significant include six types: the positive influence of population on overseas personal 
services, producer services on overseas personal services and overseas manufacturing, 
personal services on overseas producer services, and negative influence of 
manufacturing on overseas producer services and overseas personal services. Clearly, 
overseas personal services also show the tendency as non-basic sector serving local 
population.  
 
Figure 6-2: The linkages among population and manufacturing, producer service, 
personal service agglomerations for the overseas firms 
For the overseas firms, a notable feature is that producer services are significantly 
important for both the personal services firms and the manufacturing firms, which 
implies that overseas firms probably need more help from producer service firms as 
they are not familiar with the local market. Besides, both overseas producer service 
and personal service firms display significantly negative linkages with manufacturing 
firms, which suggests that the overseas service firms intend to avoid locating near to 
the manufacturing firms.  
Population Personal services 
Manufacturing Producer services 
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6.5.3 First Nature Force versus Second Nature Force 
Table 6-10: Estimation results of the influences of first nature and second nature 

















0.596 0.105 17.6 0.405 68.0 0.086 14.4 
Overseas 
manufacturing 
0.726 0.281 38.7 0.392 54.0 0.053 7.3 
Domestic 
producer services 
0.757 0.028 3.7 0.457 60.4 0.272 35.9 
Overseas producer 
services 
0.824 0.090 10.9 0.545 66.1 0.189 22.9 
Domestic personal 
services 
0.867 0.038 4.4 0.592 68.3 0.237 27.3 
Overseas personal 
services 
0.896 0.027 3.0 0.330 36.8 0.539 60.2 
Table 6-10 summarizes the absolute and relative influences of net first nature, first 
nature via second nature, and net second nature forces on the spatial distribution 
pattern of different types of firms. For the net first nature force, the manufacturing is 
the most easily influenced sector, which suggests that manufacturing firms are more 
constrained by the geographic heterogeneity factors. Meanwhile, the overseas 
manufacturing and overseas producer services firms are more easily influenced than 
are the domestic manufacturing and producer services respectively. For the net second 
nature, generally producer services is the sectoral group most easily influenced, 
followed in order by personal services and manufacturing firms, which indicates that 
producer services depend more on the business interaction environment rather than 
physical environment. Meanwhile, overseas personal services firms display a very 
strong reliance on the net second nature. The implication of the decomposition is that, 
in Shanghai, generally the manufacturing firms are more relied on geographical 
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heterogeneity and thus more dependent on infrastructure construction and state 
policies, while the producer services are more relied on agglomeration economies and 
thus more likely to form concentration in the place lack of geographical advantage. A 
direct policy implication is that providing good infrastructure and preferential policies 
is useful to attract investment in manufacturing, but far from enough to attract 
producer services firms. Furthermore, if a city moves from a mono-centric form to 
poly-centric form, producer services are supposed to play the key role rather than the 
manufacturing firms, because the former have more capability to self-reinforce the 
concentration. It is also reflected in the “new suburbanization” process in the cities of 
western countries (Stanback, 1991).  
6.5.4 Summary 
For domestic firms which accounts for 94% of all the firms in Shanghai, the 
manufacturing firms are sensitive to the distance to CBD, distance to the nearest 
highways, new towns and personal services agglomeration economies; the producer 
services firms are strongly sensitive to distance to CBD, distance to the nearest 
highways, new towns, population agglomeration economies and manufacturing 
agglomeration economies; and the personal services firms are strongly sensitive to 
distance to CBD, distance to the nearest highways, new towns, and population 
agglomeration economies. The fact that the manufacturing firms are less dependent on 
the agglomeration economies variables may partly explain why they are the most 
decentralized group identified in Chapter 5. And because the producer services are 
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found to be heavily influenced by the agglomeration economies of both 
manufacturing firms and population in Shanghai, they may be more decentralized 
than the personal services which are only influenced by the population agglomeration 
economies.  
Meanwhile, the overseas firms display different preference for the spatial 
determinants from the domestic firms. The overseas manufacturing firms are found to 
be sensitive to producer services agglomeration economies rather than personal 
services agglomeration economies as the domestic firms are; and overseas personal 
services avoid locating near to manufacturing agglomerations while domestic 
personal services value the proximity to manufacturing agglomerations. The facts 
explain that the overseas firms would display different spatial pattern with that of the 
domestic firms as observed in Chapter five.  
To summarize, individual firms in different sectors and by different ownerships are 
variously influenced by the geographical heterogeneity factors and agglomeration 
economies factors. Moreover, it is the dissimilarities that explain their different 




Location Decision-making Process of Firms 
7.1 Introduction 
A critical aspect in understanding the spatial distribution pattern of firms is the 
micro-level locational interaction process of individual firms, which involve the 
arrangement of institutional actors, formal regulations and/or informal rules, and the 
bargaining positions among the actors (see relevant literature review in Chapter 2). 
This chapter reveals how the firms in Shanghai interplay with relevant actors in its 
location decision-making process by five case studies involving firm establishment or 
relocation. The advantage in using case studies is that it offers an opportunity to 
confront theories or regularities, mostly derived from aggregate reasoning and 
statistical analysis, with the reality on the micro-level of individual firms. Therefore, 
the results of this chapter helps not only confirm (or overthrow) the findings in 
Chapter 5 and Chapter 6, but also build up more comprehensive understanding on 
locational behavior of the firms in Shanghai.  
7.2 Analytical Framework 
The analytical framework employed in this chapter is an empirical-orientated 
four-level exercise, which is borrowed from the “structure-agency” model by Healey 
(1992) in studies on real estate development process. Firstly, a mapping exercise was 
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undertaken for describing what happened in firm’s locational changes (e.g. 
establishment or relocation). Secondly, a rational analysis was conducted to identify 
the actors involved in the location-choice process as well as their roles and bargaining 
power relations. Thirdly, the strategies and interests of significant actors were 
analyzed and related to the structural arrangements and rules. The last level was to 
theorize the mode of location-choice behavior, on the basis of the empirical findings. 
In the writing, the first two levels are included in Section 7.3, while the latter two are 
conducted in Section 7.4. Section 7.5 summarizes.  
A central argument is that different strategies and interests of firms and other 
institutional actors, their relative positions in the locational bargaining process, as 
well as the kinds of constraints they impose on each other characterize firms’ location 
and finally shape the spatial distribution pattern of firms within a city. Two related 
hypotheses consistent with the statistical findings in Chapter 6 are that: 1) firms in 
different economic sector are embedded in different institutional network in their 
location decision-making process, which is associated with the sector’s production 
nature. For instance, manufacturing factories producing tangible goods are generally 
demanding in land use, so they sometimes have to bargain directly with local 
government or its agencies (e.g. state-owned developers) which own the land in 
Shanghai; while services firms providing intangible services are generally small in 
size so they usually bargain directly with office-building developers or managers; 2) 
firms in different ownerships are in different institutional network also. For instance, 
although the state-owned-enterprises (SOEs) have obtained more autonomy in 
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development policies and government control, they are still heavily controlled by the 
state, especially when they make location-decisions. Meantime, foreign and domestic 
private firms are supposed to be more depend on market mechanism than are the 
SOEs.  
Following the framework, data were collected through interviews and field survey to 
build up five cases, which are Wacker Group in Shanghai, Shanghai Shenan Textile 
Company, Jones Lang Lassalle (JLL) in Shanghai, Shanghai Eton Exhibition 
Company, and Metro Group in Shanghai. All the firms are either newly established or 
relocated in Shanghai after 1990s, which also cover different sectoral groups (i.e., 
manufacturing, producer services, and personal services), different ownerships (i.e. 
foreign, SOE, domestic private) and different sizes (i.e. big or small firms). Besides, 
their location-choice processes involve various actors such as the Municipal 
Government, district/township governments, development zone developers, and 
private real estate developers. 
7.3 Cases Introduction  
7.3.1 Wacker Group in Shanghai 
Headquartered in Munich, Germany, Wacker Group is a specialized chemical 
transnational corporation founded in 1903. In 2005, total sales value of the Group was 
€ 2,755.7 million and the number of employees was 14,434 globally 
(www.wackergroup.com, accessed on Dec., 2006). Its main five divisions are Wacker 
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Silicone, Wacker Polymers, Wacker Fine Chemicals, Wacker Polysilicon, and 
Siltronic. Products of the Group range from food additives, textiles materials, 
construction materials, to semi-conductor and chips.  
Targeting the giant market of China, Wacker Group entered Shanghai in 1995 and set 
up a sales office which had less than 7 employees (actually the employees were not 
fixed in the beginning). The initial location of the office was in the German Center, 
which located at Tongji University, Yangpu District of Shanghai (see Figure 7-1). The 
German Center was an “incubator” for the small and middle size German enterprises 
in China, something like an “embassy of economy” (www.germancentershanghai.com, 
accessed on December, 2006), which was set up with the supports from both China 
Central Government and the German Government. Because of the rapid development 
of China’s economy, a large amount of German firms wanted to enter this giant 
market. However, only a few of them (e.g. large companies like Siemens, Volkswagen) 
had the capability to investigate the local market and to understand it. Therefore the 
German Center was set up for those small and middle size enterprises (SMEs) by 
Shanghai Government with support from the central government as well as the 
German Government via German Consulate in Shanghai. Tongji University was 
chosen to build up the center because, historically, it was founded in 1907 by a 
German doctor Erich Paulun. Since then the university has maintained a long-time 
cooperation with German scholars and government officers. Therefore, there were 
more people who can speak German around the university. From 1996, the Center 
was reinvested and managed by Beyerische Landesbank (i.e. the Bank of Bayern, 
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headquartered in Munich). The Bank provides a series of services with low price, 
from consultancy, translations, exhibition, to legal services. Until 2004, the Center 
accommodated more than 100 Germany SMEs, in which more than 10 SMEs grew up 
and set up new factories in or around Shanghai (www.germanycentershanghai.com, 
accessed on December, 2006). One of them is the Wacker Group. 
 
Figure 7-1: Location of Wacker Group in Shanghai 
From 1995 to 2000, main responsibilities of the sales office were to promote and to 
market the products of Wacker Group produced outside China, as well as to collect 
information and to conduct research on the China market. In 2000, with the expanding 
market and increasing sales, more technical supports were needed. Therefore, a 
research and development (R&D) center was established by the Group in Zhangjiang 
High-Tech Park, Pudong District. Meantime, the sales office was merged with the 
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R&D center and shifted from the German Center to the Park. In the year, the Group in 
Shanghai was still a small company as its staff size was around 30.  
According to a senior officer in Shanghai’s Wacker Group, the reasons to locate in 
Zhangjiang High-Tech Park were three. Firstly, physical environment in the Park was 
satisfactory for the Group. The road, the ready-built factories and office-buildings, the 
electricity and water system, the amenities (e.g. green land, parks) were constructed in 
a first-class standard. Meanwhile, the personal services (e.g. the canteen, coffee shops, 
shuttle bus) within the Park were carefully planned to assure the convenience of 
workers there. Secondly, a number of IT companies and R&D centers had clustered in 
the Park already by the time when Wacker Group moved into. A kind of R&D milieu 
had been matured which helped Wacker Group adapt well to the Park in a short time. 
Thirdly, a set of preferential policies were granted to the companies located in the 
Park, including tax exemption or reduction (e.g. exempting the tariff and value-added 
tax of imported equipments involving high-tech products, exempting the tariff and 
value-added tax of imported intellectual properties), human resources support (e.g. 
applying Shanghai Hukou for the companies’ non-Shanghainese employees), etc 
(www.zjpark.com, accessed on November, 2006).  
Wacker Group played a very active role in this site-selection process, while the 
Municipal Government, Pudong District Government and the Park developer played a 
passive role as they did not do anything to attract Wacker Group, because its R&D 
Center was small in size when compared with its counterparts in the Park. The 
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Semiconductor Manufacturing International Corporation, for instance, was one of the 
leading semiconductor foundries in the world and was listed in both New York Stock 
Exchange and Hong Kong Stock Exchange (www.smics.com, accessed on Jan. 18th, 
2006). Other giants in the Park included Shanghai Super Computer Center, Lenovo 
R&D Center, ZTE R&D Center, GE R&D Center, and DuPont R&D Center, which all 
had hundreds of employees.  
Clearly, the bargaining position of Wacker Group was inferior to the 
developer/manager of Zhangjiang High-Tech Park, which was in fact a state-owned 
enterprise entitled “Zhangjiang Development Company (Zhangjiang kaifa gongsi)”. 
But once Wacker Group gets into the park, the company can enjoy the same 
preferential policies and the high-quality environment as other firms. In order to enter 
the park, Wacker Group managed to obtain a certification as a high-tech firm from the 
Municipal Government, in the excuse that it also produced certain kind of chips which 
was on the list of “high-tech” products defined by the relevant authority (Science and 
Technology Committee of Shanghai, shanghai kejiwei) although the chips were only a 
tiny part of its production. Finally, the Wacker R&D center/sales office was approved 
to locate in Zhangjiang by the Park developer. 
In the following four years, Wacker Group expanded dramatically in China, whatever 
in terms of sales value or in terms of staff size. In 2003, Wacker Group moved its 
Greater China Headquarter from Singapore to Shanghai, in the R&D Center. In 2004, 
to meet the high-speed increasing demand, Wacker founded a small factory (about 10 
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workers) adjacent the R&D center and started silicone emulsion production.  
In 2005, the Group decided to found Wacker Chemicals (China) Co., Ltd. in Shanghai, 
when the staff size (including the center, the sales office, and the factory) was around 
350. However, the R&D Center in Zhangjiang Park was seriously short of office 
space. Thus the Group bought the whole 31st floor in the Bank of China Tower to 
accommodate the central administration function, which is in Pudong Financial Zone, 
the CBD of Shanghai. In the same year, Wacker Group set up a large factory to start 
redispersible powder production. However, the new factory was not settled in 
Shanghai but in Zhangjianggang, one county-level city in Suzhou but neighboring 
Shanghai. An important reason to choose Zhangjianggang rather than outskirt districts 
of Shanghai, according to a senior officer, was that Wacker Group received more 
attention from Zhangjianggang Government and was granted more preferential 
policies (i.e. cheaper land, less taxation). In other words, the Group possessed more 
bargaining power when it negotiated with the smaller and less-developed city (or 
district, county).  
To summarize, there were several (re)location-choice processes along with Wacker 
Group’s expansion in Shanghai (see Figure 7-2). Firstly, it was only a small sales 
office located in an incubator built in the collaboration of the Chinese and the German 
governments, where also had good accessibility to the pool of German-speaking labor; 
then, the Group moved into a high-tech industrial park in the suburban Shanghai with 
high-quality physical environment as well as conducive milieus and enjoyed 
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preferential policies attached on the park; now, it consists of one R&D center in the 
park, one small factory near the center, one Greater China Headquarter in the CBD of 
Shanghai, and one large factory in an adjacent city.  
7.3.2 Shanghai Shen’an Textile Company 
The history of Shanghai Shen’an Textile Company can be dated back to 1930s, when 
a British company bought a parcel of land in Lujiazui, Pudong and founded a textile 
company entitled “Lunchang Textile Company” (see Figure 7-2). It was a big 
company with around 1800 workers in 1934. After the nationalization process from 
1949 to 1956, the Lunchang Textile Company was transformed into a 
state-owned-enterprise (SOE) and the name was changed as Shanghai No. 10 Textile 
Plant. The Plant had a splendid period from the 1950s to the mid 1990s, when it had 
been a “key plant” (zhongdian qiye) and “star plant” (mingxing qiye) in Shanghai’s 
textile industry (Shanghai Textile Almanac, 1998).  
However in 1995, in order to cooperate with the development of Lujiazui Financial 
Zone which is part of Shanghai’s CBD, Shanghai No. 10 Textile Plant was required to 
relocate by Shanghai Municipal Government. In fact, the location of No. 10 Textile 
plant was exactly where the Oriental Pearl Tower is erected, which is the icon of 
modern Shanghai now. In this relocation, the plant itself did not have any choice or 
bargaining power as it was a typical “state-owned-enterprise”. Meantime, the Plant 
was required to merge Shanghai No. 28 Textile Plant and form a new company called 
“Anda”. After the merger, there were around 5000 workers and 5200 retired workers 
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in the Anda Company. Its location was No. 428, Hunan Road, Huamu Township (see 
Figure 7-2), which previously belonged to the No. 28 Textile Plant. Although the 
location is still in Pudong District, it is outside the Inner Ring Road but still within the 
Outer Ring Road. 
 
Figure 7-2: Location of Shen’an Textile Company 
In the following years, with the recession of textile industry in Shanghai, Anda 
Company which had more than a half retired workers in its labors also faced a serious 
problem of inefficiency in operation. During the time, the company was increasingly 
faced by the problems of shortage of capital, obsolete technology, and especially 
redundancy of worker. “At that time, only the expenditures on medical needs of the 
retired workers was RMB 800,000 per month, which was absolutely unaffordable for 
the company” (quoted from an interview with Ms. Chen Guozheng, the manager of 
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the company, by Xie and Sun, 2006). In a word, the company was barely trying to 
survive rather than making any profit. 
In 2002, in order to cooperate with the construction of Pudong Cadre College, the 
Anda Company was required to relocate again by the Municipal Government. 
Different from the previous relocation, the company gained much more autonomy 
after the reforms on enterprise system (for details see Section 4.4.4). Therefore, this 
time the company actively participated in the location decision-making process and 
treated the relocation as an opportunity for further reform on its corporate structure. 
After bargaining directly with the Municipal Government and other relevant 
government agencies (e.g. Shanghai Municipal Development and Reform 
Commission, Shanghai Textile Bureau), the managers of Anda Company established a 
new company known as “Shen’an” and moved to Fengjing Industrial Park. All the 
workers in previous Anda Company, including carders and technicians, were 
dismissed. Then, only those who were needed could sign a new contract with the new 
company. The process was cruel as most of the workers actually lost their jobs. Some 
of them were reluctant to move to Fengjing because it was far away from the central 
city and lack of “urban amenities”; the others were laid off because they were 
regarded as “liabilities” for the new company. Finally, when the Shen’an Company 
began operation in 2004, only around one hundred workers in previous Anda 




The new location was in Fengjing Industrial Park, Jinshan District, outside the Outer 
Ring Road and far away from the central city. The Park consists of three zones, in 
which Zone A was planned as a cluster of textile industries. It was developed and 
managed by three partners: Jinshan District Government, The Association of China 
Textile Industries, and Shanghai Textile Group Corporation. In the park, Shen’an 
Textile Company was treated as a “dragon-head” enterprise (longtou qiye) which was 
expected to play a leading role in the development of all textile and related firms in 
the Park. Therefore, the company possessed a good bargaining position and acquired a 
bunch of preferential policies in its second relocation. For instances, it obtained a 
much larger land parcel (about 80,000 Sq. Meters) than that of the previous Anda 
Company in Pudong with a low price (“almost free” according to the interviewee Ms. 
Dong). Furthermore, in the first three years 100% of the tax collected by Zhujing 
Township was returned to the company, while more than 50% of the tax collected by 
Jinshan District was returned and about 10% of the tax collected by the Municipal 
Government and the Central Government was returned.  
To summarize, Shanghai Shen’an Company, previously known as Shanghai No. 10 
Textile Plant and Anda Company, was located in Lujiazui before the Pudong Grand 
Development. Firstly it was required to relocate to the peripheral area of Pudong 
District by the Municipal Government in 1995. The company, as a typical SOE in 
planned economy, accepted the requirement without choice. Secondly it was required 
to relocate away from Pudong District in 2002. In this relocation, the company gained 
more autonomy and started to bargain with the governments as well as industrial park 
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developer and gained some advantages, such as employment cut-off, preferential 
taxation policies, cheap land-resource, etc.  
7.3.3 Jones Lang LaSalle in Shanghai 
Jones Lang LaSalle (JLL), listed in New York Stock Market, is one of the world’s 
leading real estate services and fund management firm, with more than one hundred 
offices worldwide. The firm was officially formed by the merger of LaSalle Partners 
Incorporated and Jones Lang Wootton in 1999. Jones Lang Wootton, founded in 1783, 
emphasized on Europe and Asia Pacific regions; while LaSalle Partners, founded in 
1968, emphasized on North American market. In 2005, JLL’s worldwide revenue was 
approximate S$1.4 billion (www.joneslanglasalle.com, accessed on December, 2006). 
Jones Lang Wootton entered Shanghai in 1990, when its staff size was 15 and sales 
value was around US $ 1 million. In its early period, main function of the company 
was to serve as real estate agent and to collect information on local real estate market. 
Its office was firstly located in the Bund International Mansion (shanghaitan guoji 
dasha), Hongkou District (see Figure 7-3). The mansion was one of the few Grade-A 
office buildings in Shanghai in early 1990s. It is on the other side of Suzhou Creek 
towards the Bund, connecting by the Waibaidu Bridge. The Bund is the most 
prestigious and also most expensive place for office buildings in Shanghai, where the 
history can be dated to one hundred years back. Although the JLL initially was a small 
company in Shanghai with only 15 staffs, it chosen the prestigious location with high 
office rent. The reason lies in the company’s long-term development strategy. It 
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targeted to be a first-class real estate services company in Shanghai and even in the 
nationwide. As such, “the prestige was the most important factor in the company’s 
location-choice, even if the office-rent was too high to afford at that time, because the 
prestige is something like the high-quality brand and credibility which are extremely 
valuable for JLL. Besides, even when we were in difficult time in the beginning, we 
were confident to earn the rent back later”, according to the interviewee (Mr. Wang) 
in the company. 
 
Figure 7-3: Location of the JLL in Shanghai 
In 2001, with the increasing staff size (around 150), the office space in Bund 
International Mansion was not enough so that JLL Shanghai shifted to the Plaza 66, a 
new Grand-A office building, in the Nanjing West Road of Jing’an District and rented 
one and a quarter floors (about 2250 square meters). Like the Bund, Jing’an is also a 
historical district in central Shanghai. Before 1932 Japanese military invaded into 
CHAPTER SEVEN 
 199
Shanghai, Nanjing West Road (known as Jing’an Temple Road at that time) was 
famous as a recreational center in the city and even in the Far East Region (Shanghai 
Almanac, 2001). However, until 2001 when the Plaza 66 was completed, Nanjing 
West Road was not a main location for high-quality office buildings, although it was 
an important commercial street and hotel center in Shanghai. In 2001, the two main 
office centers were the Bund and Xujiahui. At that time, there was barely business 
prestige associated with the Nanjing West Road. 
The decision of relocation from the Bund International Mansion to the Plaza 66, 
which was largely based on the prediction that Nanjing West Road would emerge as 
major office center in Shanghai, was proved to be right in the following years. Soon 
after the completion of the Plaza 66, more and more Grade-A office buildings erected 
in Nanjing West Road, including the CITIC Square, Kerry Center, Nanzheng Tower, 
United Plaza, and Westgate Tower. Since then, Nanjing West Road has emerged as 
one of the office centers in Shanghai, which is the most expensive location for office 
now (SoFang, 2006; Colliers, 2005). The business service cluster shaping up in the 
Road satisfied the need of JLL Shanghai. Meanwhile, because JLL was one of the first 
companies to sign office renting contract with the developer, the Hang Lung 
Properties from Hong Kong, it possessed a good bargaining position and achieved 
very favorable rent level in the bargaining. The term of the contract was five years 
from 2001 to 2006. In 2001, the office rent was negotiated as only S$ 0.35 per square 
meter per day. Furthermore, it was specified that the increase of the rent was no more 
than S$0.10 per year. Thus in 2006, the office rent of JLL Shanghai was S$ 0.55, 
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while the average rent in the nearby Grade-A office buildings was around S$1.10-1.20 
(SoFang, 2006). It means JLL could save cost on office rent about RMB 3.6 million in 
a year now, by which the company can pay salaries for about 30 junior-level 
employees more (for an employee holding university degree who had worked in the 
company for a year, the salary was around RMB 8,000 yuan per month).  
However the contract expired at the end of 2006, so that JLL Shanghai either to renew 
the contract or to find another location. This time Hang Lung Properties, the 
developer, took a superior bargaining position in the negotiation as a 
business-conducive environment has been cultivated in Nanjing West Road. The 
developer asked to increase the rent to S$1.20, which was unacceptable for JLL firstly. 
So JLL started to look for a new suitable location but failed, because there is no such 
foreseeable new office center emerging in Shanghai as the emergence of Nanjing 
West Road five years ago. Therefore, JLL chose the Phase 2 of the Plaza 66 and 
relocated at the beginning of 2007. Phase 2 of Plaza 66 was initiated in 2003 and 
completed at the end of 2006. It was adjacent the Phase 1 of Plaza 66, where the JLL 
located previously. The advantages of choosing the Phase 2 for JLL were two: 1) it 
was still in the Nanjing West Road and the most important location factor, prestige, 
was still there; 2) it was newly launched into the market and the developer (the Hang 
Lung Properties) expected to rent out the office soon. In this negotiation, JLL 
Shanghai gained a relatively more but still small bargaining power so that it managed 
to make the deal at the rent of S$ 0.95 per square meter per day and had to choose a 
lower/worse level (from the previous 48th floor to 15th floor).  
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To summarize, the prestige, which is associated with office centers and high-quality 
office-buildings, has been the most important locational factor for JLL Shanghai, 
whatever it located near to the Bund or in the Nanjing West Road. Besides prestige, 
rent cost is also an important factor as we can see from its second relocation. In the 
bargaining process with office building developers, JLL took more bargaining power 
when the office building was newly launched or the associated business environment 
was not mature. Actually it is a dilemma: since an office building is newly launched, 
whether the business environment will be mature is yet to see. Therefore, a good 
judgment on the spatial structure of office market in near future is crucial for the 
location-choice of service firms.  
7.3.4 Eton Exhibition Company 
Eton Exhibition Company is a small-size firm providing exhibition services. It was 
established by two partners in 2002. One partner is a Shanghainese who is in charge 
of networking and seeking business opportunities; the other is an expert in exhibition 
design and construction. The sales value of the company in its first year was RMB 
980,000, with an employment size of four, i.e. two partners plus two employees.   
The first location of the company was in Jiahua Masion, No. 2200 of Kaixuan Road, 
which is about 800 meters southwest of Xujiahui (see Figure 7-4). The reasons to 
locate in Jiahua Mansion, according to one of the partners, are: firstly, the building is 
close to Xujiahui, which has been a main office center accommodating domestic firms. 
In fact, as a small-size exhibition company, most of Eton’s clients in its early years 
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were small and middle size domestic companies located in and around Xujiahui. 
Besides, a Xujiahui address helps the company to project a desirable image to its 
clients, especially to the new clients. “At least they can find us easily”, as told by the 
interviewee. Secondly, the office rent in Jiahua Masion was reasonable for Eton 
Company. The company rented a small office around 30 square meters by paying 
RMB 3,000 per month. Both the size and the rent of the office were affordable for 
Eton. Thirdly, home of the Shanghainese partner was in Xishan Road, which is about 
fifteen minutes walk to Jiahua Mansion.  
 
Figure 7-4: Location of Eton Company in Shanghai 
With development of the company, the structure of its clients has gradually changed. 
Firstly, the clients became fixed and increased in a way that familiar clients introduce 
other clients. As the clients are also small or middle size firms, they value more on 
price than on the prestige of location. Therefore the Xujiahui address became less 
important. Eton Company’s strategy has shaped to survive the fierce competition and 
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to make more money rather than to grow into a “first-class” exhibition company like 
JLL. Secondly, clients outside Shanghai have increased over the years. In 2006, about 
70% of the sales value was contributed by the clients from outside Shanghai, 
including Zhejiang, Jiangsu, Shandong, Sichuan, Liaoning and Henan. Thus the 
employees and two partners thought it would be more convenient if the company 
locate close to the airport. 
In 2005, the company relocated to Furong Center, No. 36 of Furongjiang Road, 
Changning District. It rented an office around 90 square meters with RMB 6,200 per 
month. The new location is away from Xujiahui and the urban centers, as the 
company does not value a prestigious address anymore. Rather cheaper office rent is 
the decisive factor for this relocation. Besides, the new location is close to the 
Hongqiao Airport. Furthermore, the non-Shanghainese partner bought a house and set 
home at Xianxia West Road, which is 20 minutes walk to the Furong Center. In 2006, 
the sales value of the company was around RMB 4 million and staff size was 10. 
Another reason for relocating the company to Furong Center is that a cluster of 
exhibition construction companies are located in Huacao Township of Minhang 
District in outer suburbs of Shanghai. When Eton accepted an exhibition job, it is 
mainly in charge of the design and delivery. A large part of the exhibition construction 
works are outsourced to these construction companies which have professional 
facilities, such as plane factory, model-making tools, etc. Most of the companies 
located outside the central Shanghai as they are land-consuming. At the first place of 
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Jianhua Mansion, the priority of Eton Company was to enlarge clients and its 
exhibition projects were not in large number. Thus the proximity to the construction 
companies was not that important. However, when the fixed clients gradually secured 
and exhibition projects became more and more, the proximity to the construction 
companies became more important as well. “We need to put one or two employees in 
the field to supervise the companies in making our exhibition models, and to do the 
quality control”, as the interviewees said. Therefore Eton tends to move nearer to the 
construction companies. However, “if that is the case, why not move Eton to Huacao 
Township where the office buildings are even cheaper?” A question asked by the 
author. He replied: “No, we can never move out of the central Shanghai. We are a 
design company and we need to observe and learn from exhibitions by other 
companies. Besides, the urban environment is a vital source of innovation for us.” 
Clearly urban agglomeration economies work in this case.  
To summarize, when Eton Company was established, it located near to one office 
center in order to utilize the associated prestige for attracting clients. However, when 
the company grew up, it moved away from the center and found a cheaper place close 
to its “backward-linked” companies and the Hongqiao Airport. Proximity of the office 
location to the company partner’s home is also an important factor for a small-size 
company. 
7.3.5 Metro Group in Shanghai 
Headquartered in Germany, Metro Group is an international leading trade corporation. 
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In 2005, its employment size was 250,000 and sales value was € 55.7 billion. The 
history of Metro is dated back to 1964, when Dr. Otto Beisheim set up the first 
self-service Cash & Carry trader for professional customers as METRO Cash & Carry 
Ltd (www.metro.com.cn, accessed on December, 2006). The Group entered the China 
market in 1995, when it set up joint venture with Shanghai Jinjiang Group. A year 
later, it opened its first store in Changzheng Township of Putuo District (see Figure 
7-5). In 2007, METRO has 29 stores in China.  
 
Figure 7-5: Location of Metro Group in Shanghai 
The site-selection for the Metro Group in Shanghai began in the early 1994. The 
Group contacted Shanghai Municipal Government, but did not receive much attention. 
This was because that the retail company did not on the list of the most-desirable 
industries wanted by the Municipal Government. For a long time, foreign 
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manufacturing companies received more support from the local governments, because 
they could contribute to the growth of industrial output value and the GDP 
immediately. 
Through officers in the Municipal Government, Changzheng Township Government 
got the news and sent their open-armed invitation to Metro immediately. In fact, the 
township has certain locational advantage which is attractive for Metro Group. The 
entrance to Shanghai-Nanjing (Hu-Ning) Highway is within the township and the 
accessibility to highway is highly appreciated by Metro because it employed the 
concept Cash & Carry (the customers need to pay cash and carry goods back 
themselves). Because of the location advantage of Changzheng Township and, more 
importantly, the strong desire for cooperation of the local government, Metro Group 
made the decision to invest in Changzheng Town swiftly in 1994. Before the Metro 
Group chosen it to open up the first stopping mall in China, Changzheng was once a 
“deserted village” in the urban fringe district Putuo. It was a village (xiang) under 
administration of Jiading District before 1992. Then it was adjusted to be under the 
administration of Putuo District. In 1993, Changzheng was converted from village to 
township. Actually neither the districts wanted to put Changzheng into administration 
as it was only a tiny insignificant town (village). In 1990, its GDP was only 115 
million RMB, accounting on less than 1.5‰ of the GDP in Shanghai (Huang, 2003).  
Although Metro Group and Changzheng Township showed their desire for 
cooperation, the bargaining between Metro Group and Changzheng Town was not 
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going smoothly when it went into the substantial stage. A big problem between the 
two parties was how to deal with land resource. As land was legally owned by the 
state, a private firm can only rent land in certain terms. The Metro Group preferred to 
pay a large amount of money and rent the land for a long term as the Group had 
money and wanted to enjoy larger autonomy. But Changzheng Township Government 
wanted to take land as share and participated in the company’s long term development. 
Metro Group finally gave up in return of some other preferential policies and concrete 
supports from the Township Government (e.g. the land clearance and the relocation of 
residents by the town government), as the Government was also a partner in the newly 
established shopping mall. When the construction process went into vital stage, the 
supports from the Township Government became very important. For example, when 
the shopping mall almost finished and ready to open in two months, the Meichuan 
Road which linked the mall and outer main road was narrow, muddy and crowded, 
which would definitively influence Metro’s operation but the Group can not do 
anything as the road belongs to the Municipality and Putuo District’s property. 
Technically, it was not Changzheng Township’s responsibility to renovate the road 
either. However based on their good cooperation, Changzheng Township Government 
tried all ways and managed to gain support from the Municipal Government and 
Putuo District Government. Finally, the 500-600 meters road was renovated and 
widened within two months.  
Since opening up in the November of 1996, the Metro shopping mall in Changzheng 
has been a successful “phenomena”. The sales value in the first day was RMB 4 
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million, and shortly the daily sales value hit a highest record in Metro Group 
worldwide, RMB 7.5 million in the Spring Festival of 1998 (He, 2001). Furthermore, 
the positive external effects of the shopping mall to the township were significant. 
Inspired by the success of Metro Group, more retail companies invested in 
Changzheng Town, including New Huang Pu Group (initiated in 1996 and opened up 
in 1998), Red Star group (initiated in 1999 and opened up in 2000), OBI group 
(initiated in 1997 and opened up in 2000), etc. All the shopping malls not only 
contributed to the town/district/municipal governments’ taxation revenue (for instance, 
the Metro Group paid RMB 58 million tax during its first four years from 1996 to 
1999), but also facilitated the rapid development of personal services and real estate 
industries in Changzheng Township which is definitely not a “deserted village” but a 
“key town” (zhongdian zhen) in Putuo (http://chzz.ptq.sh.gov.cn, accessed on 
December, 2006). 
After the success of Changzheng Township store, Metro Group opened up three more 
stores in Shanghai. One is located at No. 80, Gudai Road, Minhang District, which is 
close to the entrance of Shanghai-Hangzhou Highway (Hu-Hang), covering the needs 
of southwest Shanghai; one is located at No. 418, Guangyue Road, Hongkou District, 
covering the needs of north Shanghai; and the other is located at No. 383, Baiyang 
Road, Huamu Township of Pudong District, covering the needs of east Shanghai. All 
the stores are in the suburbs of Shanghai and with good accessibility to highways.  
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7.4 Cases Interpretation 
7.4.1 The Main Actors  
As indicated in the five case studies, there are three main actors in a firm’s location 
decision-making process: the firm itself, the real estate developer, and the local 
government. Their roles, interests and strategies in the location-choice process are 
discussed in this section. 
Firm 
Firms, as business institutions, are formal structures embedded in society whose 
behavior reflects particular rules, tradition and values (Oinas, 1995). They exhibit a 
wide variety of forms and pursue a complex range of goals (Ahern, 1993). No doubt, 
normally firms played the central role in their location-choice process as they are the 
decision-makers given the location dynamics, unless they are state-owned and 
restricted by government. In the location-choice processes, general location 
determinants identified in Chapter 6 are mattered (e.g. geographical advantage, 
agglomeration economies), as well as particular characteristics of the firms (e.g. 
strategy, ownership types, size).  
Shown in Table 7.1, the five cases consist of firms in different sectors, ownerships and 
sizes. Generally, the cases are consistent with the findings of the statistical analysis on 
aggregated data in Chapter 5 and Chapter 6. For instance, the manufacturing factories 
are located away from the central city in searching for available and affordable land, 
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as indicated by the cases of Wacker in Zhangjiang High-tech Park and 
Zhangjianggang as well as the Shen’an Company in Jinshan. On the other hand, the 
head office (i.e. Wacker co., ltd.) and producer services firm (i.e. JLL in Shanghai, 
Eton Exhibition Company) are located in the central city.  
Table 7-1: Sector, ownership and size types of firms in the cases 
Firms Sector Ownership Size 
Wacker Group Manufacturing Foreign Small to large 
Shen’an Textile Company Manufacturing State-owned Large 
Jones Lang LaSalle Producer service Foreign Small to large 
Eton Exhibition Company Producer service Domestic& Private Small 
Metro Group Personal service Foreign Large 
However, after examining the details of the (re)location processes, specific 
characteristics of the firms are found to be crucial as well. Especially important is the 
corporate strategy of the firms. For example, when Wacker Group entered into 
Shanghai without a clear strategy initially, it just tried to expand China’s market in a 
tentative way. Therefore it rented an office in an incubator out of main office center. 
After Wacker Group confirmed that the market is very profitable, it set up a head 
office in the CBD of Shanghai and rented one and a quarter floors in one of the 
Shanghai’s most expensive office-building. The contrast of location-choice between 
JLL and Eton, although they both belong to producer services, also illustrated the 
point. JLL’s strategy was to build up a first-class and leading firm in its area, while 
Eton do not have such a strategy and its main objective was to survive and make a 
profit. Therefore, JLL’s location was always in the main office centers and the 
best-quality/most-expensive office buildings in Shanghai even when it was in difficult 
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time, while Eton was relocated away from the office center to a place with cheaper 
office rent. It is also of note that the owner’s preference would influence the firm’s 
location-choice as indicated in the case of Eton.  
An unusual case is the Shen’an Textile Company. As a Sate-Owned-Enterprise (SOE), 
its relocation choice was decided by the government rather than the firm itself in its 
first relocation from Lujiazui to Huamu Township. While in its second relocation, the 
firm gained more autonomy to decide its new location, although it still subjected to 
the guidance of government. Keeping in mind that SOEs contributed to 49.1% of 
Shanghai’s GDP in 2005, the SOEs would play a significant role in the spatial pattern 
of firms which no doubt reflects the influences of government. . 
Developers 
Developers are those public or private companies involved in property development 
and offer operation-site for the firms. The five cases showed that, generally speaking, 
developers played an important role in influencing firm location-choice as well.  
In terms of types, the properties include incubator (e.g. the German Center for 
Wacker), industrial park (e.g. Zhangjiang High-tech Park for Wacker, Fengjing 
Industrial Park for Shen’an Company), office buildings (e.g. Plaza 66 for JLL, Furong 
Center for Eton), and self-constructed shopping mall (e.g. Metro Group). In the five 
cases, the Zhangjiang Park Developer and Fengjing Park Developer were typical 
public developers, both of which were companies established and operated by local 
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government; Heng Lung Group (in JLL case) and Furong Center Developer (in Eton 
case) were typical private developers; and the Metro store in Changzheng Township 
was a state-private mixed developer, which was a joint venture by Changzheng 
Township Government and the Metro Group. 
In all the cases, developers were the ones who carried out the project development 
and were also risk-takers as their projects were market-oriented, even though some of 
them are state-owned. In fact, the state-owned developers of development zones and 
industrial parks are also under great pressure to promote and to market their industrial 
properties. The competitions between them were so fierce that sometimes land was 
leased out free or with a nominal rent, as indicated in the case of Shen’an Company. 
With the intensive competition and market uncertainties, both private developers and 
public developers try to avoid market risk especially when real estate market slumps. 
In their hard time, they occupy lower bargaining position, while real estate market 
booms they occupy higher bargaining position. This is best shown in the JLL case.  
It is of note that a successful property development may not only bring profits to the 
developers, but also change the overall location-choice pattern of corresponding firms. 
The Plaza 66 is a good case to illustrate the point. Before it was launched, the Nanjing 
West Road was only a famous commercial street and a small number of offices were 
located there. Now it emerges as a main office center and most expensive location in 
Shanghai (Collier, 2006). To some extent, Nanjing West Road overpasses the Bund, 
the CBD of Shanghai, in accommodating the overseas producer services and head 
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offices (Ning, 2000). The Zhangjiang Industrial Park is a case in point as well. It was 
changed from an agricultural field to a cluster of high-tech industries (e.g. IT, 
pharmacy, communication equipments, etc.) in Shanghai, which fundamentally 
changed the landscape of manufacturing in Shanghai.  
Local governments 
Shanghai is one of the four municipalities directly administered by the central 
government. In other word, Shanghai’s administrative power is similar to the level of 
a province and mayor of the city is at the rank of a provincial governor. In Shanghai’s 
administrative power system (for details, refers to Section 4.1.3), district/county 
governments and street office/township/village governments are also possessing 
certain control over economic, financial and administrative matters in their respective 
jurisdictions. Therefore, local governments include municipal government, 
district/county governments, as well as street office/township/village governments in 
Shanghai.  
Local governments are active in attracting investors, especially the investors which 
bring the immediate increase of GDP or output value. Because local economic growth 
would be evidence of recommendable performance of local officials, they are keen to 
influence investors’ location-decision towards their jurisdictions. Besides, in current 
fiscal sharing system (for details, refers to Section 4.1.4), local governments tried to 
retain as much local funds as possible from central government. Therefore they would 
like to grant lower tax rates to local firms but request the latter for other items as an 
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addition to taxes, such as more investment opportunities, more employment and so on. 
This would benefit local firms as the overall tax rate would be lower, while the local 
governments benefited as more outputs of the firm development would be retained by 
the local. However, firms are not welcomed equally in Shanghai as those large-size 
and manufacturing firms were more preferred by local governments. As shown in the 
case of Metro Group, although it was a giant retailer in the world, it did no receive 
much attention from the Municipal Government firstly. Also in the case of Wacker 
Group, because it was a relatively small manufacturing firm, the Group did not feel 
hospitality from the Pudong Government (through the developer of Zhangjiang Park).  
The traditional role of government in western cities is to promote and regulate the 
economic development by endorsing and enforcing laws, levying taxes, administering 
regulations, giving subsidies, building and maintaining infrastructures and providing 
services (Dewey, 1997). However, the roles of the local governments in Shanghai 
move beyond promoting and regulating development as clearly indicated in the case 
of Metro Group in Shanghai. The local government, i.e. Changzheng Township 
Government, directly entered into specific contractual arrangements with private 
firms as a partner and built up joint-venture relationships (i.e. Metro shopping mall in 
Changzheng Town). Furthermore, it was a common way that the governments set up 
state-owned developers, and through which acquired and prepared land, constructed 
roads and sewers and then invited bids from firms, as indicated by Zhangjiang 
High-tech Park in the Wacker Group case and Fengjing Industrial Park in the Shen’an 
Company case. Moreover, the development of Plaza 66 and Furong Center can not 
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leave out the support from local governments either, especially in the process of land 
clearance and residents relocation. Therefore, the influences of local governments in 
firm location-choice were pervasive in Shanghai, not only by building up partnership 
with private firms directly, but also by participating in the property development 
process.  
7.4.2 Bargaining Positions between the Actors 
As previously discussed, each of the three actors showed a specific interest in the 
above interactions. For firms, cheap land input and associated location advantage are 
crucial for their profit-making ability or long-term competitiveness. Developers seek 
financial returns from property development in a dynamic market. And government 
have an interest in local economic growth. How the actors secure their best interests 
are depend on their relative bargaining positions in the location-making process, 
which is discussed in this section.  
The five cases show four different types of interaction process in the firm 
location-choice in Shanghai: 1) firm-dominated interaction process (e.g., the 
relocation of JLL into the Phase one of Plaza 66; the second relocation of Shen’an to 
Fengjin Industrial Park; the location-choices of Eton); 2) developer-dominated 
interaction process (i.e., the relocation of JLL into the Phase two of Plaza 66, the 
relocation of Wacker Group into Zhangjiang High-tech Park); 3) firm-governments 
mixed (e.g., Metro Group in Changzheng Twonship); and 4) government dominated 
(i.e. the first relocation of Shen’an). The first two types represent more 
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market-orientated bargaining processes, while the latter two represents more 
state-controlled bargaining processes. 
In the market-orientated bargaining processes, property market condition is a decisive 
factor for the bargaining positions of actors. The best case is JLL’s two relocations. In 
the first relocation to the Phase one of Plaza 66, the developer (Heng Lung Group) 
faced the uncertain market condition and wanted to introduce well-known companies 
in its newly-launched office buildings. So JLL took the advantage and made a great 
deal with the developer. When the market boomed and the office building was 
over-demanded, the developer took the advantage and drove JLL to the second phase 
of office project which was newly launched. The case of Wacker Group is a case in 
point as well. Zhangjiang High-Tech Industrial Park was a mature property product in 
good market condition, thus Wacker Group found it was difficult to locate there. 
However, Zhangjianggang City was in a relatively worse market condition, so Wacker 
Group acquired favorable supports from the city.  
In the state-controlled bargaining processes, the changing power of state is a decisive 
factor. The Shen’an Company is the best case as its two relocations were both because 
of the force of state. In its first relocation, the state remained great power over the 
enterprise so that Shen’an Company accepted the new location without choice, while 
in its second relocation, the state lost the power to some extent so that the company 
participated in the relocation choice and achieved certain favors. In the case of Metro 
Group, the influence of Changzheng Township Government was significant, which 
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was however impossible to be realized before the reform of power decentralization. 
7.5 Summary 
To summarize, generally the location decision-making processes of firms in Shanghai 
include dynamic interplays among the firm, the developer and the local government. 
Although the general locations of the firms in five cases are consistent with findings 
in previous chapters (e.g. head office in urban center, factories in suburbs, personal 
services and producer services in central city), different strategies and interests of firm, 
developer and local government, and their relative position in the bargaining process 
as well as the kinds of constrains they impose on each characterize the firm’s exact 
location. For firms, the corporate strategy is an influential factor in their 
location-choice, which partly explains why the overseas firms display different 
location pattern with the domestic firms as some overseas firms (e.g. JLL) have 
different strategies from their domestic counterparts (e.g. Eton); for developers, the 
market condition, the quality and location advantage of their property decides the 
bargaining power of them, which partly explains the decentralization of firms. As the 
developers in central location possess superior position to firms in locational 
bargaining, firms move to peripheral area in order to seek more bargaining power; for 
local governments, manufacturing firms or larger firms are given more attention as 
they can increase the economic output of their jurisdiction directly and immediately, 
which was valued by local offices. Meanwhile, governments also participate in the 
location decision-making process of state-owned enterprises directly. A difference 
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with the literature is that, ironically, as a so-called socialist country, the labor union or 





8.1 Summary of Main Findings  
Urban internal spatial restructuring is a continuous process with dynamics in patterns 
and mechanisms, which is reflected in the changing spatial distribution of various 
firms and also the changing socioeconomic forces in shaping the spatial distribution 
within the cities. According to the experiences of cities in Western Countries, different 
types of firms display distinctive spatial patterns of concentration and dispersal in the 
cities’ suburbanization process. Population firstly decentralized from the central city to 
the suburbs for better housing condition (Mills and Tan, 1980); then personal services 
began decentralizing to follow up their clients, the decentralized urban residents 
(Tarver, 1957; Berry, 1963); manufacturing began decentralizing to save land cost and 
be close to highways after WWII (Kitagawa and Bogue, 1955); producer services 
began decentralizing to save cost after the 1970s, which also formed new 
“concentration/subcenters” in suburbs, or the “new suburbanization” at the end of the 
1980s (Bodenam, 1989; Stanback, 1991).  
In China, although the decentralization of population and manufacturing has been also 
observed in the larger cities, the mechanisms are different from those in western cities 
as institutional reforms/restructuring are considered as the main contributing factor 
(Ning and Deng, 1996; Zhou and Ma, 2000). With regard to the spatial distribution of 
firms, a new context which makes the peculiarities of urban China more interesting is 
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the profound economic restructuring of the larger cities, as they have transformed not 
only from industrial bases into service/consumption centers, but also from self-reliant 
autarkies into global-integrated economies.  
This research sheds light on the urban spatial restructuring in Chinese cities by a close 
and systematic investigation on firm location in the largest city of China, Shanghai. In 
the context of profound institutional and economic changes in Shanghai, the research 
questions raised are: how are the processes of concentration/dispersal reflected in the 
spatial distribution patterns of the firms in different sectors and by different ownerships 
in Shanghai? What are the determinants of the spatial outcomes and to what degree do 
these determinants affect the location of firms? How do firms interplay with the 
relevant institutional actors in location decision-making?  
8.1.1 Varied Concentration/dispersal Pattern of Firms across Sectors 
and Ownerships 
In generally, the spatial distribution pattern of firms in Shanghai conforms to the 
distance-decay pattern, which is more centralized than that of the population. In 
Shanghai, a typical commuter would commute from a residence more distance from 
the center to a workplace less distant from the center. It is consistent with the 
regularities documented in the literature (White, 1999).  
Furthermore, the firms in different sub-sectors also display the distance-decay pattern, 
though with very different degrees of concentration (density gradients). Most of the 
sub-sectors show negative sign of density gradients, while some manufacturing 
sub-sectors (i.e. petroleum processing, chemical fiber) have positive density gradient 
inferring that these firms are more likely to locate far away from the central city. 
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Printing firms are the most centralized manufacturing firms as found in other cities 
(Lee, 1989). In the three sectoral groups, manufacturing firms are more dispersed than 
producer service firms are, and producer service firms are more dispersed than 
personal service firms are. Overall, the sub-sectors with higher education attainment of 
labor force tend to locate near to the central city, so do the sub-sectors with smaller 
employment size.  
The firms in different ownerships display the distance-decay pattern also, although the 
domestic and overseas firms show different location patterns in Shanghai. In fact, the 
degree of dissimilarity between domestic and overseas firms varies across sub-sectors. 
The spatial patterns of overseas firms in manufacturing are the most similar to that of 
domestic firms, while the spatial patterns of overseas firms in producer services and 
personal services are more different from that of domestic firms. In general, the 
overseas firms are more centralized than the domestic firms are in whatever 
manufacturing, producer services or personal services.  
8.1.2 Different Geographic Heterogeneity and Agglomeration 
Economies Determinants in Firm’s Location Decision-making 
In Shanghai, the location patterns of different groups of firms (i.e. domestic 
manufacturing, overseas manufacturing, domestic producer services, overseas 
producer services, domestic personal services, and overseas personal services) are 
differently influenced by the geographic heterogeneity factors (i.e. CBD, highway, 
airport, new town, ETDZ) and agglomeration economies factors (i.e. population 
agglomeration economies, firm agglomeration economies). The differences in location 
determinants and their effects partly explain the varied concentration/dispersal patterns 
of firms across sectors and ownerships.  
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The manufacturing firms are sensitive to the distance to CBD, distance to the nearest 
highways, new towns and personal services agglomerations; the producer service firms 
are highly sensitive to distance to CBD, distance to the nearest highways, new towns, 
population agglomerations and manufacturing agglomerations; and personal services 
firms are strongly sensitive to distance to CBD, distance to the nearest highways, new 
towns, and population agglomerations.  
Meanwhile, the overseas firms display different preference for the location 
determinants from the domestic firms. The overseas manufacturing firms are sensitive 
to producer services agglomerations rather than personal services agglomerations as 
the domestic firms are; overseas producer services are more sensitive to the distance to 
CBD than domestic producer services are; and overseas personal services avoid 
locating near to manufacturing agglomerations while domestic personal services value 
the proximity to manufacturing agglomerations.  
8.1.3 Interaction Process between Firms, Developers and Local 
Governments in Firm’s Location Decision-making 
The five case studies show that the micro-level locational interaction processes in 
which the location of an individual firm is determined. The location decision-making 
processes of firms include dynamic interplays among the firm, the developer and the 
local government. The different strategies and interests of firms, developers and local 
governments, their relative positions in the bargaining process, as well as the kinds of 
constraints they impose on each other characterize the location decision-making 
process and finally shape the spatial distribution pattern of firms in the city.  
For firms, the corporate strategy is an influential factor in their location-choice. Due to 
CHAPTER EIGHT 
 223
historical factors and the good accessibility, prestige was gradually formed in the urban 
center of Shanghai (the Bund). Thus the firms value more on prestige tend to locate 
close to the urban center, while the firms put more emphasis on land cost tend to locate 
in urban peripheral, which partly explains that why the overseas producer service firms 
are more centralized as they value more on prestige; for developers, the market 
condition, the quality and location advantage of their property defines their bargaining 
power. As the developers who own land use-right in central location possess superior 
position to firms in the bargaining process, some firms were forced to move to urban 
peripheral in order to seek more bargaining power, which partly explains the 
decentralization of firms; for local governments, manufacturing firms or larger firms 
are given priorities as they can increase the economic output of their jurisdictions 
immediately, which was valued by local offices. Meanwhile, local governments also 
participate in SOE’s location decision-making directly.  
8.2 Conclusions 
By these findings, the conclusion is that: the location pattern, location determinants 
and locational interaction process of firms in Shanghai demonstrate the city’s unique 
urban spatial restructuring process, and the uniqueness is closely related to the city’s 
specific economic stage and unique “transitional” characteristics. In this line this study 
decomposes the changing socioeconomic forces in shaping urban spatial structure into 
two categories: 1) “globally” common force to other cities, i.e. market mechanism, 
rationality of economic agents; and 2) locally distinct and rooted in Shanghai’s stage of 
development and situation of transition.  
Shanghai is amid of the profound economic restructuring towards a more 
service-orientated and global-orientated economy, which influences the city’s spatial 
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structure in terms of the concentration of service firms and the dispersal of 
manufacturing firms, as well as the spatial segregation between foreign firms and 
domestic firms; the city is also amid of the transition from central planned economy 
towards market-orientated economy, which defines the different location determinants 
and interaction process of firm location decision-making in Shanghai from the cities 
with market based economies. For instance, the preference policies (e.g. development 
zone) were observed to play an important role in shaping the spatial distribution of 
specific groups of firms (e.g. overseas manufacturing firms). And the influences of 
local governments are clearly shown in the case studies. As such, the urban spatial 
restructuring in Shanghai is shaped by the interplays between state and market forces, 
as well as the interplays between global and local forces. 
At the individual level, the firms in Shanghai display not only “rational” behavior 
similar to the counterparts in market economies but also “special” behavior associated 
with the city’s unique institutional context. The similar location pattern and location 
determinants between the firms in Shanghai and other cities (e.g. firms are more 
centralized than the population are; services firms are more centralized than the 
manufacturing firms are; both geographical advantages factors and agglomeration 
economies factors are important in firm’s location decision-making) suggests that the 
firms in Shanghai also conform to the criterion of profit-maximization as “rational 
economic man”; the complicated location decision-making processes of the firms in 
Shanghai, however, demonstrate that the institutional network embedding the firms are 
different from that in the cities with market economies. In Shanghai, the institutional 
network is built up by both the “visible hand” of government instructions and the 




8.3.1 Contributions to the Existing Knowledge 
By the close and systematic investigation on the location of firms in Shanghai, a city 
amid of industrialization, globalizing and transition, this dissertation contributes to the 
understanding on urban spatial structure in 1) industrializing cities; 2) globalizing 
cities; and 3) transitional cities.  
Urban spatial structure in industrializing cities 
The varied locational tendency of firms in different economic sectors suggests that the 
aggregated location pattern of firms is in fact related to the city’s economic structure. 
As manufacturing firms are more decentralized than service firms are, the cities 
dominated by manufacturing would be less compact than the cities dominated by 
services. As such, the urban spatial structure in industrializing cities would be different 
from that of post-industrial cities in Western Countries (Anas, et al., 1998; Ingram, 
1998). 
Furthermore, in the post-industrial city producer services have become a main sector in 
urban economy, which are more dependent on agglomeration economies in their 
locational behavior (Daniels, 1993; Coffey, 2000). Thus the suburbanization of 
producer services actually has triggered the new “concentration” in the suburbs, or the 
“new suburbanization” (Hartshorn and Muller, 1989; Stanback, 1991). However in 
Shanghai, on the basis of the urban center identified by LISA, the producer services 
are not the most centralized sector while the personal services are, which may be 
attributable to the fact that the producer services in Shanghai are still in early stage. As 
such, the “new suburbanization” in an industrializing city may be handicapped by the 
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lagged development of its producer services.  
Urban spatial structure in globalizing cities 
The globalization has cast clear imprints on Shanghai’s urban spatial structure, as the 
overseas firms display distinctive location pattern with that of domestic firms in 
whatever manufacturing, producer services, or personal services. The overseas firms, 
especially the overseas producer service firms, occupy the urban center as they have 
higher capability to afford the high rent there than the domestic firms. Meanwhile, the 
domestic firms are pushed away from the urban center by rising office rent. This 
“invasion-succession” process changes not only the location pattern of firms, but also 
the spatial structure of property and land value in the city. For overseas manufacturing 
firms, the development zones in Shanghai are very attractive locations, which however 
push domestic manufacturing firms away. As such, the overseas firms and domestic 
firms in globalizing cities would form spatial segregation, which may lead to a spatial 
structure of “global CBD” vs. “local CBD”, “global commercial center” vs. “local 
commercial center”, and “global manufacturing park” vs. “local manufacturing park” 
(Chakravorty, 2000; Marcuse and Kempen, 2000; Grant and Nijman, 2002).  
Urban spatial structure in transitional cities 
The urban spatial structures in transitional cities are influence by both the “invisible 
hand” of market mechanism and the “visible hand” of state policies (Han, 2000; Han 
and Wang, 2003; Wang, 2003). In Shanghai, the firms conform to the market 
mechanism in searching for the location of profit-maximization. Meanwhile, the local 
governments not only influence the location decision-making of State-Owned 
Enterprises directly, but also have pervasive influences on the land and property 
developers. As such, the urban spatial structure of transitional cities is the combined 
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results of both market and state forces, which is distinctive to that in the cities with 
market economies (Wu, 2003; Wu and Ma, 2005).   
8.3.2 Policy Implications 
A contradiction in Shanghai and in other larger Chinese cities is that, with the 
suburbanization process, the housing prices in the central city has been increasing fast, 
and the traffic flows in the central city also has been increasing at a rapid pace. This 
research debunks the myth by revealing the new concentration process of services in 
the central city, thus leading to policy implications in two dimensions: planning and 
industry development.  
Planning policies 
In urban planning, an important reason of the hiking housing prices and traffic 
congestion in the central Shanghai is the lack of effective means to channel the 
revitalized service activities into the suburban areas. Thus the central Shanghai have 
been loaded too much population, investment and economic activities, while no other 
suburban centers share the pressure for the central (Ye, 2003; Liu, 2004). One way to 
resolve the problem is to establish mass rapid transit system linking the central and 
suburbs, especially linking the central and a few possible places which have potential 
to emerge as future urban centers.  
This research finds that the new towns play significant roles in attracting all types of 
firms in the suburban Shanghai, especially some larger new towns such as Songjiang 
and Jiading. Thus it is possible to select these new towns and strengthen their 
transportation linkage to the central city by building up mass rapid transit system or 
even extending the existing maglev train line to the new towns. In this way new towns 
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can grow up as subcenters, which can share the load on the central city and prevent it 
from further sprawl. As such, the urban spatial structure can move from a monocentric 
form to a polycentric form, in which the traditional urban center would have less 
pressure to accommodate economic activities and have more public spaces such as 
woods, parks, playgrounds, etc.  
Industrial policies 
Last but not least, this research proves a link between spatial structure and economic 
structure of the cities. As service firms, especially producer service firms, are more 
dependent on agglomeration economies than manufacturing firms are, service firms are 
more likely to form new concentration in suburbs than manufacturing firms are. 
Therefore, the emergence of subcenters would rely on the development of service 
industries rather than on manufacturing firms. As such, physical planning is not the 
only way to deal with the spatial problems; more assertive industrial policies to 
promote services, especially producer services, are needed in Shanghai to push the 
city’s spatial structuring move to a more polycentric form. 
8.4 Recommendations for Future Research 
Several directions are suggested for future research: 
Comparative studies of firm location pattern across time 
A significant characteristic of this research is that it can be extended across time easily 
if the data are available. Similar methodology can be adopted for the location pattern 
of firms in decades ago. In these comparative studies, it will be possible to explore the 
changes of firm location pattern as well as the changes in the location determinants of 
firms. In this line, the changing trend of firms’ location pattern as well as the changing 
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trend of city’s spatial structure would be clearer.  
Comparative studies of firm location pattern across cities  
Another characteristic of this research is that it can be extended across cities easily. As 
Shanghai represents an industrializing city, a globalizing city and a transitional city to 
some extent, similar research can be implemented in other industrializing cities, 
globalizing cities and transitional cities. An arising research question is how the local 
economic, social, geographic, and cultural factors lead to the differences between 
Shanghai and other selected cities.  
An empirical research integrating employment and population spatial structure 
This research can be extended in a way integrating employment spatial structure and 
population spatial structure if the data are available. The employment in different 
sectors and ownerships and the population in different sectors and ownerships can be 
explored in the same methods adopted in this study. Besides the research questions 
associated with spatial structure, another interesting research question is that whether 
and how the people in different sectors or ownerships commute differently.  
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